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PREFACE
It is now over twenty years since I first published some ideas
relative to the accounts required in transactions in land, and, during
that time, advances in accountancy and activities of business have
been sufficient to warrant the recasting of numerous articles which
have appeared and to add something from the experiences which
have been gained.
The study of the real-estate business during a “boom”—when socalled “sales” amounting to millions of dollars were effected by in
dividual firms between the rising and the setting of the sun—is
something like examining an object through a high powered micro
scope: all details are magnified and there are found to be some
conditions which require special examination or treatment.
On the other hand, the knowledge of accountancy has become so
much more general in this country than was formerly the case that
in a work of this character many details of bookkeeping may well
be omitted.
However, the number of inquiries which I have received from
those who were not accountants has induced me to describe certain
records and methods in greater detail than if I were writing exclu
sively for members of my own profession.
No division of the subject has presented greater difficulties than
that dealing with the relation of the income tax to real-estate ac
counts. Here we have to deal with arbitrary definitions, such as
“fair market value”, “closed transactions”, “instalment sales”; we
have to recollect the regulations affecting re-possessed property; we
must consider the treatment of commissions, the method of calculat
ing realized profits, the setting up of reserves for development and
numerous other points.
iii

iv

PREFACE

One who is familiar with these matters can state the requirements
of today, but the conditions of the future, even of the morrow, may
be entirely different. This makes it impossible, in such a book as
this, to deal fully with this important matter, for rulings doubtless
will be changed while this is in the hands of the printer. At the
same time, the subject is far too important to ignore; therefore, I
have tried to call attention to the more vital principles involved; but
the manner of applying these must depend upon the regulations of
the treasury department which may be in force or upon new deci
sions handed down by the courts.
Every chapter in this book describes my personal experience, and
I hope that the work may prove to be of assistance to brother practi
tioners and of use to all those who are concerned with the matters
which it discusses.
Walter Mucklow
Jacksonville, Florida,
January, 1935.
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LAND ACCOUNTS

CHAPTER I
Introductory
1-1. In General.

The expression Land Accounts covers a wide field, for it may
apply to tracts which contain hundreds of thousands of acres—the
owners of which are now few in number; it includes the accounts
relating to subdivisions on portions of which, often containing a
fraction of an acre each, stand our homes in which so many are in
terested; and under the fallacious, but prevailing, rules of the treas
ury department it extends in some cases to the cemetery lot contain
ing only a few square feet, to which nearly all will finally be con
veyed.
2.
1-

On Values.

In common with all other accounts, land accounts are based on
the cost or on something which, for the sake of convenience, is
called “value”, although the meaning of this word is stretched to
include many different things, such as the “sale value”, the estimated
amount for which it is thought that the land might be sold; the
“cost value” or amount expended on the property; the “investment
value” or the amount on which it should yield a profitable return;
the “replacement value” or the cost of replacing it at a stated time;
its “depreciated value”, which is some other value—such as cost
value, or appraisal value, reduced by charges for depreciation; its
“appraised value” which represents the opinion of some person as
to its value for some specific purpose. Again, such values may de
pend chiefly upon what is on the surface, as in the case of forests,
of orchards, or, in some cases, of the improvements which have
been made on it; or upon what is under the surface, as in the case
of mines; or on what is above the surface, as in the case of resorts
dependent upon climatic conditions. Frequently the value depends
3
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upon a combination of all these fundamental conditions, coupled
with others of secondary importance.

1-3. Purpose of This Book.

To deal with all these conditions in one book is impossible—that
would require a library rather than a volume—and, probably, no
one man lives who is competent to deal with authority on the
variety of subjects involved. Therefore, it is intended to deal only
with those matters relating to the land itself and to leave to others
the treatment of resources or improvements to and the products of
the soil itself.
The principles which I advocate are discussed in their appropriate
places throughout the book, but in most cases examples of their
use are further illustrated in chapter XXV—a manual of instruc
tions.
4.
1During the lifetime of any one who has reached middle age,
great changes have occurred. On one hand the federal and state
governments and the numerous transportation companies have dis
posed of much of the acreage which they formerly held, causing a
great reduction in the number of holders of large tracts; while, on
the other hand, the passion for subdividing has become rampant,
leading to an enormous increase in the number of those who are
directly interested in land and the accounts relating to it. At the
same time, throughout the United States, the knowledge of account
ing has advanced greatly; the practice of it has spread widely, and
the requirements of federal and state taxation have forced the busi
ness man to give it at least some recognition.
A consideration of these changed conditions, which become more
apparent with each succeeding year, leads to the conclusion that the
purpose of this volume will be served best if the treatment of the
accounts of large tracts be dealt with lightly; that attention be given
more particularly to the accounts concerned with smaller holdings,
including subdivisions; while many of the details of bookkeeping
which were formerly required may be omitted entirely.
1-5. Terms Used in Land Accounts.

While land is real estate, it is only one of the items included in
the more comprehensive term and should always be shown sepa
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rately from other items which may be included in any particular
property.
Under the generally accepted definition of depreciation, land can
not be depreciated—although it may be subject to depletion; it can
not be lost or removed, except in such unusual cases as earthquakes,
land slides or erosion; while all on the land is subject to some form
of change. Therefore, when the acquisition of real estate is entered
on the books, the value of each item included should be shown
separately, e.g.

Real estate
To Land
Buildings
Other improvements
Generally it is advisable to show the “other” items in detail, as their
values may fluctuate: buildings depreciate, while orchards may ap
preciate. Another reason for this division of values is the necessity
for showing the value of all insurable property in order to ascertain
if sufficient fire insurance be carried.

6.
1Throughout this book a few expressions are used arbitrarily
for the sake of clearness and uniformity, the principal of these being:
Contract—Implies any form of lien or agreement, except a mort
gage, providing for the sale of land on any instalment plan—the
title remaining in the grantor until payment is completed.
Time sale—Indicates any sale which is not for cash.
Sale—Is used to refer to the execution of any deed or of any
agreement of sale, whether or not title is transferred when the
“sale” is made.
Concern—The owner—proprietor or manager—is referred to
throughout the volume as “the concern”.

CHAPTER II
Organization
1.
2-

As to Incorporation.

Throughout this volume the proprietor is referred to as “the
concern”. In practice the great majority of tracts and subdivisions is
owned by corporations, and this is here assumed to be the case.
The limitation of personal liability, the continuity of existence,
the greater facilities for the distribution of ownership and other
minor reasons all tend to result in preference for the corporate form,
but each case must be decided on its own merits. One of the points
to be considered is the comparative effect of corporate or other
ownership on the income tax of the individual owners, and this de
pends largely upon the extent to which those persons enjoy income
from other sources. Local laws also must be considered, as many
states impose taxes of various kinds on corporations, and if a con
cern has lands in several states, the question as to whether it should
incorporate in one state, or in every state in which it has property,
should receive careful consideration, for, in some instances, the taxes
levied on foreign corporations—that is, concerns organized in an
other state—may be prohibitive, while the federal laws and regula
tions as to the filing of consolidated returns are at all times subject
to violent changes.
2.
2-

Internal Organization.

A concern which is engaged in developing subdivisions on a large
scale is usually divided into departments, such as the following:
Accounting department
Maintenance department

Management and executive
Construction
Sales department
6
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2-3. Coöperation.
Naturally, the interest of the accountant centers in the account
ing department, but it is necessary to emphasize the importance of
his obtaining and maintaining close contact with all departments,
for the reports of all work must pass before him at some time. The
management should give him the opportunity to discuss with the
department heads those matters which are dealt with in this volume,
and he should make himself conversant with the procedure of each
branch. Frequently some employee will criticize the requirements of
an auditor because he has not been told the reasons for such require
ments, whereas, if he were shown the necessity or advantage of
them, he would become an ally instead of a neutral or, even, an
opponent.

24.
This means that full cooperation is essential and can only be
obtained if all concerned do cooperate, and the accountant of today
must do his share in such work.
I well remember the time when salesmen hated the title of “audi
tor”, for it reminded them of details they had been forced to observe
without knowing why; I have also lived to see the time when a
sales manager, in the height of a boom, has described the accountant
as a “life-saver.”

5.
2-

Accounting Department.

The accounting department is the only one which will be dis
cussed here. It should formulate a complete system of accounts and
should coordinate them with the requirements of all other depart
ments. This is illustrated in chapter XXV.
In conjunction with the proprietors, the accounting department
must decide upon the system which is to be followed, especially as
to the requirements for income taxes. While some accountants may
criticize the methods approved or required by the treasury depart
ment, those rules must be observed, and, in nearly all cases, they
result in statements which may be accepted with safety and will
satisfy the usual requirements of the proprietors.

CHAPTER III
The Acquisition of Land

31.
There are five different ways in which title may be lawfully
obtained.

A. By Gift or Bequest.
In the case of corporations gifts and bequests seldom occur, as
usually some consideration, such as capital stock, is involved.
Gifts and bequests to persons are of common occurrence and their
treatment in the accounts presents no difficulties. However, care
should be taken to see that proper value is placed on such property
when it is acquired, otherwise difficulties may arise in taxation
when it is sold.

3-2. B. By Purchase.
Purchase includes the majority of transactions and, as stated in
chapter IV, care should be taken to see that all items of cost are
included.

3-3.

C. By Exchange.

The exchange of properties is frequent and may or may not in
volve cash transactions. In any event, generally the clearest method
of entering these on the books is by two entries. The property re
ceived should be entered as a purchase and the property given as
a sale. Even if the values be equal and no cash be involved, similar
entries should be made in order to form the basis for proper entries
and cancellations on the property records.
4.
3-

D. By Recovery.

Acquisition by recovery includes foreclosure of mortgage, cancella
tion of contract or re-conveyance of property by a purchaser.
8
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These transactions present no difficulties, but, as in the case of
purchasing, care should be taken to see that all interest, taxes, legal
and other expenses are included in the cost.
In such instances the treasury department draws a distinction be
tween those cases in which title has passed to the purchaser and
those in which title has been retained by the owner. These rules are
too long to quote here and are subject to frequent changes and
modifications, but care should be taken to see that the current regu
lations are observed.

5.
3-

E. By Agency or Trusteeship.

While neither agency nor trusteeship may convey title, either of
them may cause the agent or trustee to act as owner and to take per
sonal charge of the land. In either case the agent or trustee should
open and maintain accounts fully and carefully, and in as much
detail as if he were the owner.

3-6. General Requirements.
In every case where land is acquired, the accountant should see
that the following points are covered:

1. There should be a complete written account of the transaction, giv
ing description of the property and the improvements thereon, with
particulars as to taxes, etc., and as to any future payments and any
commitments which have been made.
2. All deeds, releases, tax receipts, title and fire-insurance policies and
transfers should be examined and filed.
3. There should be either a title-insurance policy or an attorney’s cer
tificate of title.
4. Fire-insurance policies should be examined to see that the descrip
tions, amounts, attached clauses and assessments are in order.
5. Proper and complete entries should be made in the appropriate
property records hereafter described.
7.
3-

Classes of Lands.

In this book, lands are divided into the three principal divisions
which call for different treatment in the accounts. These are: 1.
Wild lands, 2. City lots, 3. Subdivisions.

10
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1. Wild Lands.

Wild lands consist of land outside city limits and, in most states,
are described as fractions of the standard United States township,
consisting of 36 sections, each one a mile square and each containing
640 acres.
These sections are usually divided by continued halving or quar
tering, e.g., the NE¼ contains 160 acres, the NE¼ of the NE¼
contains 40 acres, and the NE¼ of the NE¼ of the NE¼ contains
10 acres.
On account of irregularities in the land, fractional sections fre
quently occur and the above descriptions are often mingled with
descriptions by metes and bounds.
In some of the older states, wild lands form a portion of the
original crown grants, issued by the English, Spanish or French
governments, or they are divided into parishes, as in Louisiana, or
the townships of New England. In such cases lands are described
by metes and bounds.
3-9. While we are now concerned with land only, the accounts
relating to wild lands are frequently so closely allied with other
matters that these have also to be considered. Timber, mining and
oil lands are outstanding examples. In the southern states it is usual
to divide the value of pine land into three parts:

1. The turpentine rights, which are used first.
2. The value of the timber after having been “turpentined”.
3. The soil.
Sound accounting, to say nothing of requirements of taxation,
demands such divisions.

3-10. 2. City Lots.

City lots are lots or small tracts within a city, and one parcel may
consist of a single lot or of a group of adjacent lots.
3-11. 3. Subdivisions.

The word “subdivision” is used to describe any parcel of land, in
town or country, which is subdivided into lots for business or
residential purposes.
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3-12. 4. Cemeteries.

To this list there might be added cemeteries, but these require
such special treatment that they are not considered in this volume.
Before leaving the subject of land acquisition, it is proper to em
phasize the necessity of securing competent legal advice on all mat
ters relative to title to lands. Failure to do so at the beginning of a
transaction is, too frequently, the cause of heavy losses at the end.
3-13. Sites for Subdivisions.
Some readers may think that the selection of a site suitable for
a subdivision lies entirely outside the field of accountancy, but the
wise investor of today is acquiring the habit of regarding his ac
countant as an advisor for all his investments, and the modern
practitioner should keep himself sufficiently well informed to be
able to advise his clients about any business in which they may
engage.

3-14. The selection of a site involves the determination of many
factors, among which are the following:

1. The type of development for which it is suitable, e.g., for industrial
workers, for salaried people or for wealthy residents.
2. The availability of adequate transportation facilities by rail, street
cars, busses or private cars.
3. Its proximity to churches, schools or places of amusement appro
priate for the class of purchasers.
4. The topographical characteristics and provision for suitable drain
age, etc.
5. Its adaptability for beautification, parks, playgrounds, etc.
6. Its position in regard to the probable growth of the city on which
it is dependent.
7. The availability of public service, such as electric current, water,
gas, sewers and telephones.
8. The proximity to or provision for shops suitable to the community.
9. The possible encroachment or setdement by objectionable in
dustries.
10. The taxes to which the property and future dwellers will be
subject.

12
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11. The possibility or probability of development of adjoining tracts,
and especially of tracts lying between the proposed subdivision
and the city, which would reap, without cost, the benefit of the
proposed developments.

3-15. These items are suggestive only of matters to be considered.
Probably this question of suitability has received the most careful
and scientific study from the land-value insurance companies, which
have placed it on an actuarial basis and use a list of over one hun
dred factors which they apply to sites on which they are engaged
to report. (See chapter XVII.)

CHAPTER IV
Cost of the Property

1.
4-

Cost of Land.
The cost of a property consists of the following factors:

1. Purchase price: that is, the consideration paid and the obligations
assumed. To these there may be added the cost of examining title,
of attorney’s opinion, of legal investigations and, possibly, of
commissions.
2. Carrying charges, consisting of taxes and interest paid or accrued
from the time of acquisition to the time when sales begin.
2.
4-

Cost of Improvements.

Where land is conveyed to the concern by the persons who own
that concern, certain complications may arise in determining the
“cost”—in fact, there may be two costs to be considered, namely,
the original cost to the vendors and the cost to the concern. A full
discussion of these matters is beyond my present scope, and each
case should be considered in its relation to the current revenue act
and the regulations applying thereto; but it is well to suggest some
of the points to be considered.
A typical example of this class of question is found where one or
more persons own property, bought at a low figure, and convey it
to a corporation, which they control, in exchange for capital stock
bearing a face value far greater than the original cost to the trans
ferrors. In such cases the revenue acts and regulations for years
past have required that, when computing profits on the sale of such
lands by the corporation, these profits shall be based on the original
cost to the transferrors and not on the cost to the corporation. The
matter is dealt with in section 113 of the revenue act 1932 and in
regulations 77 art. 598, etc. In such cases, it is usual to show the cost
13
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to the corporation at the higher figure, and if this be used in pre
paring the profit-and-loss account of the concern, a separate state
ment will be required for income-tax purposes. Therefore, it is in
cumbent upon the accountant to make proper provision for these
conditions.
It is recommended that the figures used in the books be such as
will be acceptable to the treasury department; otherwise much argu
ment and labor may be involved.

3.
4-

Purchase-money Mortgages and Release Clauses.

It is a common practice for the owner of the land, or for the hold
ing company, to convey title to an operating company, taking for
a portion of the payment a mortgage, which contains a “release
clause”, whereby the mortgagee undertakes to release lots covered
by the mortgage upon payment of stipulated amounts—sometimes
at a uniform price throughout the property, and sometimes at dif
ferent prices set forth in the instrument. Such agreements should
be clearly shown on the records, especially if the agreement applies
to only a portion of the property. In that case the lot records of all
kinds should show those lots to which the agreement applies. Pay
ments for releases should be posted to a separate account in the
general ledger, as they reduce the outstanding liability, and particu
lars may be required at any time.
4-4. Cost of Development.

The site having been selected, it is usual to have made a careful
survey from which are prepared a surface plat and a topographical
map. On the former are indicated the roads, parks, all spaces re
served for special purposes and the blocks or lots which it is in
tended to offer for sale. On the latter are indicated the grading re
quired and any drainage which may be necessary.
4-5. It is difficult to lay down any rules as to the cost of develop
ment, for in my experience such work has stretched from simply
staking off lots in a bare field, where the approaches were left in
their natural conditions, to the formation of a beautiful subdivision
including bulkheading on water frontage, large quantities of filling,
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grading, and provided with sewers, electric current, gas and water,
the building of substantial roads and sidewalks, the creation and
planting of numerous parking spaces and even artificial lakes.

4-6. While it is impossible to give any fixed schedule of accounts
which may be required in a given instance, the following list is
taken from actual procedure in the case of a large and elaborate
subdivision where the construction was in charge of highly trained
engineers, accustomed to rendering accurate and detailed accounts
of their work. They not only agreed to but did maintain the fol
lowing schedule of accounts:

Accounts
Sewers

Street paving

Concrete work

Curbs and sidewalks

Bulkheading

Electric construction

Clearing

Grading streets

Filling lots

Sub-accounts
Labor
Tools
Materials
Labor
Tools
Materials
Labor
Tools
Materials
Labor
Tools
Materials
Labor
Tools
Materials
Labor
Poles
Wires
Conduits
Materials
Labor
Tools
Wood cutting
Labor
Tools
Labor
Tools

16
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Accounts
Parks and parkways

7.
4-

Sub-accounts
Labor
Tools
Trees and plants

Overhead Expense and Interest.

The cost of construction may include, in addition to the direct
cost of the work performed, the cost of management during the
time construction continues; and this, in turn, may include the inci
dental expenses necessary to conduct the business.
Interest on borrowed money which has been paid, or has accrued,
during the period of construction is also a proper charge against
the cost.
8.
4-

Equipment.

If the concern do its own work of construction, it may acquire a
considerable amount of equipment, and in that case a proper record
should be maintained. However, this is necessary only in the case
of a large development, and the record may be kept on one of the
stock forms for the purpose offered by stationers. These forms show
all particulars, including a description of the equipment, cost, date
of acquisition, depreciation charged, etc.; one page being devoted to
each piece of equipment. In such cases it is often convenient to
arrange the equipment ledger so that all the equipment of a cer
tain kind, or used for special work, may be grouped together, e.g.,
floating equipment, motor equipment, grading equipment, etc.
4-9. Reserve for Uncompleted Developments.
It frequently happens that the development is not finished when
the property is first put on the market. In that event it is necessary
to provide for the unexpended portion of the estimated total cost,
in order to ascertain the cost of each lot when work is completed.
The company should obtain from the engineers carefully pre
pared, detailed estimates of all the unfinished work which it is pro
posed to do. The accountants should check these estimates carefully
with the owner and the engineers, to satisfy themselves that they
are as correct as possible, and they should, of course, include some
item for contingencies.
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4-10. The entry bringing these amounts upon the books should
give the total for each class of items included and should refer to
the engineer’s estimate, or other authority, which should be care-

Such estimates always include an item for “incidentals”, and it is
a great convenience if the amount shown therefor is such a sum
as will bring the total cost to an exact percentage of the total basic
sales price. For example, if the total estimated cost when completed
is $355,000 and the total basic sales price is $3,600,000, it would be
wise to increase the “incidental” item by $5,000, making the total
cost $360,000 or ten per cent of the total basic sales price. If this
can be done, much labor will be saved when calculating the cost of
individual lots, and if some error result it will be so small a per
centage of the profits that, in almost every case, it will be negligible.
4-11. When construction is completed, it may be found that the
total cost differs somewhat from the estimates which entered into
the reserve for improvements. If the difference be small, probably
no one will criticize its inclusion in the profit-and-loss account. If it
be of such size as materially to affect the cost, profits already shown
on the books may be increased or decreased by a percentage ratio,
depending on that which exists between the estimates and the costs.
For example, let us suppose that the cost of acquisition was $120,000
and the estimate for improvements was $240,000, which I shall call
normal, and let us suppose two variations, (a) where the expendi
tures exceeded the estimates, and (b) where a balance was left in
the reserve account. Sales amounted to $100,000. Then the following
results would be obtained:
_
Cost of acquisition
Improvements cost

Normal
$ 120,000.
140,000.

Overexpended
$ 110,000.
330,000.

Total cost................

360,000.

450,000.

Total basic sale price...
Ratio cost to basic price
Sales made.......................
Cost...................................

3,600,000.
10%
100,000.
10,000.

3,600,000.

Profit.......................
Difference from normal

$

90,000.
o

Under
expended
$ 110,000.
180,000.
300,000.

3,600,000.
8⅓%
100,000.
8,333.33

100,000.
12,500.
$

87,500.
-2.78%

$

91,666.67
-1.85%
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In case (a) the recorded gross profit should be reduced 2.78%, and
in case (b) it should be increased by 1.85%. If the work were com
pleted in the first year, no objection could be raised to showing the
revised profits; but if the work extended over a number of years
objection to filing amended returns might be raised, especially if the
taxable profits were reduced thereby.

12.
4-

Tax Requirements regarding Reserve for Improvements.

Before setting up a reserve-for-improvements account on the books,
the current regulations of the treasury department should be care
fully studied. Until recently, these regulations permitted an owner
to include in the cost of the property the unexpended amount neces
sary to bring the proposed development to completion, and no
limit was placed on the time in which such development was to be
completed.
The rule authorizing this procedure is in O.D. No. 567 in C. B. 3,
December, 1920, which reads as follows:

“Profit realized on the sale of lots, the selling price of which includes
the cost of certain development work already made or to be made in
accordance with the contract of sale, should be based on the cost of the
land to the vendor, or its fair market value as of March 1, 1913, if
acquired prior to that date, plus the actual and estimated future ex
penditures for development. If the estimated future expenditures should
be subsequently ascertained to be incorrect, amended returns should be
filed as the basis for an adjustment of the tax for the years affected.
The cost of such development having been taken into consideration in
determining profit, expenditures for this purpose can not be deducted
from gross income in subsequent returns.”

It was found that frequently—especially after the subsidence of a
boom—such reserve items remained on the books and were con
tinuously included in the cost, although the full amount had not
been expended, and it had become highly improbable that the com
plete development, as originally contemplated, would ever be made.
In view of this, a new ruling was promulgated by the treasury de
partment on June 10, 1933, in mimeograph No. 4027, which imposes
certain conditions to be observed by a taxpayer desiring to set up
such a reserve for development, describes the course to be followed

COST OF THE PROPERTY

19

and, more important still, provides that if the amount of such re
serve be not expended within five years from the opening of the
account, the amount of the reserve account will not be allowed as a
part of the cost of the lots. Every prospective developer should make
himself thoroughly conversant with the current rulings on this im
portant point.
1 3. This Reserve May or May Not Be a Liability.
4-

It is important to determine whether this reserve for development
is a liability or merely a provision for expenditures which, it is ex
pected, will be made. The decision on this point will depend upon
agreements which may have been made by the concern, perhaps
with former owners, but more generally with lot buyers. Many
tracts have been sold to developers who undertook to make definite
improvements, and these undertakings became part of the considera
tion. Many lots have been sold by developers who promised pur
chasers that stated improvements would be made. In both cases,
the reserve represents a liability which the concern must discharge.
On the other hand, if the reserve represent only expenditures
which the concern expects to make but for which it has given no
specific pledge, the account is in the nature of a proviso, for the
concern incurs no liability if it fail to carry out its expectations. It
may be said that the character of this reserve account depends upon
whether it represents expectations or promises.

CHAPTER V
Carrying Charges
51.
In addition to the cost of the land, the accounts should include
the “carrying charges”, a somewhat indefinite term, the principal
items in which are usually taxes on unproductive property from the
time of acquisition until it is offered for sale and interest paid dur
ing the same period. Considerable difference of opinion exists as to
what may properly be included in such charges; for example, if a
concern carries on an extensive advertising program before the
property is put on the market, some authorities would include this
in the cost, while others would regard it as an “organization ex
pense” which would be written off at once or over a period of years.
It must be remembered that “organization expenses” are not de
ductible when calculating federal income tax. It seems to be becom
ing more general practice to charge off such expenses at once.
Sometimes certain expenditures may be treated as carrying
charges; that is, they may be capitalized or may be regarded as cur
rent expenses which are deductible for income-tax purposes. These
should be carefully examined to determine which plan offers the
greater advantage to the concern.

52.
Frequently a question arises as to when the period of construc
tion ends, for it is common to begin selling before improvements
are completed. While this does not affect the cost of the work per
formed, it may affect the carrying charges, the overhead and charges
for management, and these should be thereafter charged to opera
tions, either in whole or in part as may be proper in the particular
circumstances. When construction and selling are carried on simul
taneously, such charges may be divided on a basis in proportion to
the service rendered to each department.
20
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53.
When the work of construction includes the erection of build
ings for specific uses, such as administration buildings, stores, ware
houses or dwellings, the account for each such building should be
kept distinct and should appear separately in the ledger.

4.
5-

Maintenance.

After construction is completed there remains the cost of main
tenance. (1) In some cases none is provided; (2) in others the con
cern agrees to maintain a given condition for a stated time; and
(3) in others lot purchasers agree to pay a periodic amount for a
stated time. In no case do these transactions affect the profits of the
sale itself. They may affect operating accounts of future years, and,
in the second case, are chargeable to the profit-and-loss account. In
the third case a debit and credit account should be kept; to the
former is charged the cost of the work performed, while the latter
is credited with all receipts on the same account.

5-5. Home Building.

The modern realtor is usually something more than a mere sub
divider and has become a developer and improver, for, instead of
merely disposing of vacant lots, he often undertakes the construc
tion of homes and other buildings, either for general sale or for
specific customers. In each such case the books of account should
contain in one place a complete statement showing all details. This
is best obtained by opening an account for each transaction, which
will show, not only the total cost, but all the detail which that cost
includes; not only the consideration received, but all the items com
posing it. If the cases be few, such accounts may be carried in the
general ledger; if they be numerous, it is convenient to open a
sub-ledger for them with its control account in the general ledger.
5-6. Sales of this sort frequently affect a number of accounts, such
as those for insurance, taxes, legal services, etc., and a statement
should be prepared showing the details of payment and also the in
clusion of all proper items. It is convenient to use a form such as the
following, which is suggestive only, as local customs and require
ments vary greatly.
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Purchaser’s name.......................................
Sale No............
Address ...................................................
Property sold...........................................
Price .......................................................
Charges: Lot sales
$...............
Buildings (or other improvements)
Insurance
Interest
Legal fees
Assessments
Recording
Liens assumed
Taxes
Water rent
Commissions
Total charges
Credits: Cash
First mortgage
Second mortgage

Total credits

$...............

$...............

Form No. 1—Report of sale

5-7. Parks.
It has become a common practice for the vendor concern to under
take to form and maintain parks and ornamental spaces at its own
expense. The cost of such work is carried in one or more separate
accounts, which are periodically transferred to the profit-and-loss
account and are properly deductible expenses when calculating the
income subject to tax.
As the interest of the concern is cancelled when all lots are sold,
it is sometimes arranged with lot holders that, when an entire unit
is sold, they will form an organization among themselves to take
over the control of and provide the funds for such beautification.

CHAPTER VI
Cost Accounts and Necessary Records
61.
The details of construction costs can be brought on the books
in several ways. The most convenient is the columnar analysis book,
with a column for each of the sub-accounts shown in par. 4-6 which
is to be maintained. If the work construction be done by the con
cern itself, its own records will furnish the necessary information.
If it be done by a contractor, the management should insist that he
furnish statements in sufficient detail to satisfy the accountant.
62.
In addition to the class of work described above, there some
times is dredging done by contract, the payment being based upon
the yardage moved. In that case a separate sub-account should be
kept. Also, such improvements as a water system or electric dis
tribution may be installed. If these are to be merged in the general
cost of construction, they will be treated with the items mentioned
above. On the other hand, they should be kept separate, if it be
intended to operate such utilities through a subsidiary company.
As a rule these accounts represent the actual cost of construction,
to which must be added the overhead expense, as is indicated in
par. 4-6 et seq.
3.
6-

Unit Costs.

What has been said here applies to a subdivision, all of which is
being developed at one time. In practice, it frequently happens that
a tract is divided into units which are developed one after another.
This does not affect the principles to be followed, but it necessitates
a complete set of cost accounts for each unit and calls for the divi
sion of some charges among several units. The cost of the land is
23
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usually allocated on the basis of acreage, taken in conjunction with
location, frontage, elevation, accessibility, etc. Consequently, the en
tire tract when first platted should be divided into units and the
relative value of each unit should be determined.

64.
Other items, such as a drainage system, main roads of ap
proach, central water system and others, may also benefit each unit,
and in that case their cost should be allocated as fairly as possible
and the accounting records should set forth fully the methods which
have been followed, supported by costs and estimated values.
6-5. Plats and Maps.

As soon as a subdivision is platted, the office should be supplied
with

Plats
Wall maps
Lot register
6-6. Plats.
In the office there must be a copy of the official map of each unit,
showing the subdivision into lots, which is usually placed on the
public records.
This is of special importance in the case of cemeteries, as, in many
instances, the plat of a cemetery is not recorded in the public records
(as is the plat of other subdivisions) but is kept only at the office
of the association. There should be, in addition, plats showing the
exact position of all water pipes, sewers, electric lines, etc.

6-7. Wall Maps.
Most subdivisions maintain wall maps on which all sales are
marked in color. When this is done, the maps should be frequently
checked against the other lot records.
These maps may be marked in colored pencil to denote any agree
ment made in reference to a lot, e.g., / may indicate an option or
reservation, X may indicate that a contract has been executed, while
if the lot be marked with a solid color it indicates that it has been
conveyed to a purchaser or is disposed of in some other way.
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6-8. Lot Register.
There are many forms on which the lot register may be kept, but,
whatever method is adopted, it must be remembered that this record
constitutes an inventory of all property owned and sold by the con
cern. It should always contain a list of every lot in a subdivision,
with its cost price, its selling price and final disposition.
One complete form is described in chapter XX, par. 20-17, under
the head of “Realized profits”. A simpler form may be kept in a
stock bound book or in a loose-leaf book, but, as its use may con
tinue through a period of years, the sheets in the latter case should
be re-inforced with linen hinges to stand the wear and tear of use.
I have before me such a record, which is as follows:
I

2

3

Lot No.

Area

Sales
price

4
Sold to

5
Selling
price

6
Contract
No.

7
Deed
No.

Form No. 2—Lot register

Every lot is entered in column No. 1, and columns Nos. 2 and 3
are filled in at the same time. Columns 4, 5, 6 and 7 are filled in
as transactions occur.
This form is sufficiently detailed for the sales department, which
is not concerned with all the details provided for in form No. 34.
Provision must be made for entering transfers and re-sales, either
by leaving blank horizontal lines or spaces or by using additional
vertical columns at the right side of the form.
This form is also sufficiently detailed for the accounting depart
ment, unless the latter desires to combine with it the record of
realized profits, when it can be elaborated as shown in form No. 35,
par. 20-20.

6-9. Standard or Basic Sales Price.

The plat of the property having been prepared, a list should be
drawn off showing every lot which is to be offered for sale; and
against each lot should be placed the price at which it is to be
offered, these prices being all set as of one date and being based on
some consistent plan. When these selling prices are added they con
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stitute what is referred to here as the “standard” or “basic” sales
price. The book should be prepared with the greatest care, on heavy
paper, strongly bound, and preserved in the most careful manner,
for it will afford the basis on which all profits will be calculated.
Constant reference will be made to it. It affords to anyone inspect
ing the accounts the proof of profits reported. For further details
see par. 6-19.
6-10. Current Price Book.
In many cases, when lots in new subdivisions are offered for sale,
the prices are put at a low figure and, as sales progress, are advanced
from time to time. In such cases it may be necessary to rely upon
typewritten price lists, but directly fixed prices are reached, it is
usually wise to have the list printed in a convenient form. When
this is done it is an added help to have a few copies printed on loose
leaf sheets for the use of the officers, as options and reserves can be
shown on them and they form a handy record for ready reference.

6-11. The Cost of Individual Lots.
As a matter of good accounting, the profit arising from the sale
of each lot should be shown on the records. This is made obligatory
by the regulations of the federal treasury department; therefore it
is necessary to allocate the total cost to each lot in the plot.
I have found that the importance of this requirement is not fully
recognized, either by owners or by accountants, although it has been
in force for many years, and, therefore, the following quotation is
given. Article 61, regulations 77, deals with the cost of lots in sub
divisions and closes with the words:—

“This rule contemplates that there will be a measure of gain or loss on
every parcel sold, and not that the capital in the entire tract shall be
recovered before any taxable income shall be returned. The sale of each
lot or parcel will be treated as a separate transaction, and gain or loss
computed accordingly.”
6-12. There are five methods of obtaining these figures:

1. Based on the number of lots.
2. Based on the area of each lot.

COST ACCOUNTS AND NECESSARY RECORDS

27

3. Based on the street frontage of each lot.
4. Based on release clauses in mortgages.
5. Based on the basic selling price of each lot.
6-13. 1. By the Number of Lots.
First the total cost of acquisition, carrying charges and improve
ments is obtained, and this is divided by the total number of lots.
The objections to this plan are obvious, for lots differ in size and
their selling prices vary greatly, according to their position.
Possibly, in some cases this plan has been encouraged by the fact
that the property is covered by a mortgage, which contains a clause
providing that any lot may be released upon payment of a fixed
amount. However, such a clause does not affect the proper valua
tion of the lot, and this method is entirely unsatisfactory and un
scientific.

6-14. 2. By the Area of the Lots.
In the second case the total area of the tract is calculated, deduc
tions are made for the streets, parkways, etc., and the area of each lot
is also determined. The prices are then computed by the following
proportion:

Total area of
all lots

Area of indi
vidual lot

Total
cost

Cost of indi
vidual lot

In practice the cost of one foot would first be determined by
dividing the total number of square feet into the total cost and mul
tiplying this by the number of square feet in a lot. This is not only
laborious but is unsatisfactory, for lot values depend upon many
factors: corner lots are worth more than inside lots, and low lots
are frequently worth less than high lots, while lots on back streets
are always of less value than those on the main highway; therefore
this plan should not be approved.

6-15. Sometimes this procedure is varied by taking the entire area,
without deducting for roads, etc., and using the formula:
Total area
of tract

Area of indi
vidual lot

Total
cost

Cost of indi
vidual lot
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This plan is subject to the same objections, with the additional
one that it leaves unvalued all the land devoted to streets, parkways,
etc. In other words, the total cost is divided between the lots for
sale and the unsalable areas of streets, and having obtained the cost
of the lots, there remains a residue which is the cost of the nonsalable area.
The percentage of area devoted to streets varies greatly. Let us
assume it to be 25%. Then in the case of a development covering
20 acres and costing $10,000 an acre, there is a total cost of $200,000,
of which 25% or $50,000 is non-realizable.
This difficulty is met by setting up the amount of $50,000 on the
ledger as an asset, and reducing it as each sale is made, so that it
is extinguished when the last lot is sold—a process involving many
entries.
While streets and open public spaces are not bought by lot pur
chasers, they are necessary to obtain access to and to enhance the
value of all lots; therefore it seems ridiculous to set up a separate
value for them. This plan was advocated by leading accountants
some years ago, but it is now generally condemned in practice.

6-16. 3. By the Frontage of Lots.
In the third case the total street frontage of all lots is ascertained
and there is set up a proportion as follows:
Total
frontage

Frontage of
individual lot

Total
cost

Cost of indi
vidual lot

The objections to this are similar to those mentioned in case 2.

6-/7. 4. By the Release Price.
Often, perhaps usually, land being developed as a subdivision is
subject to a mortgage in which there are clauses providing that re
leases of specific lots from that mortgage may be obtained upon the
payment of specified sums, and, in such cases, these “release prices”
may be used to indicate the costs upon which profits are to be de
termined.
This method is subject to several objections. It is inconvenient,
as the release price generally exceeds the cost price and, when only
a portion of the lots has been sold, the cost of the entire subdivision,
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or unit, may have been recovered and the lots remaining unsold
stand on the books as having cost nothing—leading to abnormal and
unreal book profits. Even if a certain proportion of the release price
be taken, it is common to find that this price is “averaged” and does
not indicate the true cost of single lots.
6-18. 5. By the Sales Price of Lots.
The fifth plan is generally acknowledged to be the fairest and
most reasonable method of determining the cost of each lot.
The procedure is to take the total standard sales price, mentioned
above, and use the following formula:
Total standard sales
price of all lots

Standard sales price
of individual lot

• Total
cost

Cost of indi
vidual lot

Owners, accountants and officers of the treasury department have
all agreed upon this plan.
It must be remembered that changes in the selling price actually
obtained do not affect this formula, for, if the standard sales price be
set at one time and be calculated fairly, any subsequent increase or
decrease of price will not affect the proportions; and if a lot be
sold for more than this standard sales price, it simply increases the
profit on that lot.
This method, and this alone, gives due consideration to all the
factors entering into the value of a lot, such as size, location, front
age, elevation, depth, orientation and natural features, for each one
of these is considered when the basic selling price is determined;
and it is upon these factors, and not upon the number of dollars
asked, that the basic cost rests.
In following this method the suggestions made in pars. 4-10 and
4-12 should be remembered.
6-19. It saves much labor and probability of error if the list de
scribed in 6-9 show also, against each lot, its cost price, by whichever
method this may be determined—a figure which the bookkeeper
requires for each sale made. The total of these cost prices must equal
the total cost of the tract, or unit, and this affords an additional
proof of the correctness of the calculations.

CHAPTER VII
Sales
7-1. Type of Sales.
Every sale falls into one of two classes:

1. Cash sales.
2. Time sales, including
Mortgages
Leases
Contracts
Options (binders)
Reservations
In the case of cash sales, a deed is given as soon as the purchase
price is paid and the transaction is closed, the form of the deed de
pending upon the statutory requirements of the different states and
upon the preference of the owners or attorneys.

7-2. In the case of time sales, there is the choice between a mort
gage and one of the many forms of contracts, leases or agreements.
In the first case, the vendor conveys title to the purchaser, who in
return gives an obligation to make stipulated payments. As a rule
such obligations are enforceable in the courts and failure to meet
them may result in penalties. If any form of “contract” be used, the
title remains in the vendor until stipulated payments have been
made. Under some forms the purchaser may be forced to comply
with the agreement, while in others non-fulfillment results merely
in the loss of any payments which he has made. The discussion of
such matters lies in the province of the attorney rather than in that
of the accountant.
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Generally speaking, it is probably true that, if a concern be in
terested only in the selling of lots, a contract is preferred, while, if it
enter the field of home building, mortgages are used.
7-3. In the case of a mortgage, a note secured by the mortgage is
invariably given; while in the case of contracts there may be sepa
rate notes, or the obligation may be incorporated in the agreement
itself. If any notes be given, the accounting department is concerned
with their form, which affects the entries relative to interest, and
with their number, which affects the method of recording and
filing.
The advantage claimed for having a series of notes, each one rep
resenting one instalment, is that this facilitates collection and that
bankers prefer it. The only disadvantage is the increased labor re
quired for recording and filing and the increased risk of losing a
paper.
At one time there existed in the minds of some bankers objections
to discounting contracts unaccompanied by notes or to accepting
them as collateral security, but of late years this objection appears
to have become less, and properly drawn contracts are accepted as
freely as are notes.
7-4. In obtaining re-possession, the local statutes must be con
sidered. The difficulties arising with the income tax are discussed
in chapters XVIII and XIX.
7-5. Whatever the form the sale may take, the federal regulations
require that each sale be entered as it is made and that the profit
or loss on each sale be shown. The treasury department has ruled
that a sale occurs when title passes, or when the benefits and bur
dens of ownership are transferred to the purchaser. In subdivision
sales this usually means when the initial payment is made and a
contract is given.

7-6. Entering and Recording Sales.
It is necessary to emphasize the importance of numbering all sales
consecutively.
There should be a separate series for each subdivision; but, as a
rule, all time sales in any given division are of one character—that
is, they are all represented by mortgages or by contracts, unless the
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concern builds homes. A series of such numbers includes both time
and cash sales, each one of which is entered in the sales ledger to
ensure a complete record of each transaction; and these numbers not
only ensure the inclusion of all sales in the accounts but afford a
quicker and more positive means of identifying each sale than do
the names of the purchasers, for several purchases may be made by
one person. Also, they afford the most satisfactory proof to revenue
agents, or others, that all sales are properly recorded.

7-7. Method of Entering Sales on the Books.

Sales are brought on the books of account through the sales
journal and the sales ledger.
Sales journal: This book is intended to receive the record of
every sale made and of the profit arising therefrom. It may also con
tain, if desired, a record of the commissions payable on sales.
A stock columnar book may be used containing columns as
follows:
Columns
1. Date
2. Name of purchaser
3. Description of lot
4. Amount of sale
5. Cost of lot
6. Unrealized profit
Form No. 3—Sales journal

If commissions are also to be entered therein, the following col
umns may be added:
7. Total commissions
8.
9.
10.
Etc.—A column for each salesman, the total en
tries in columns 8 to 10 etc. being equal to
the total of column 7.

At the close of each month all the columns are added and posted
as follows:
No. 4. Amount of sale to the debit of “contracts” or “mortgages.”
No. 5. Cost of lot to the credit of “lot sales.”

F orm N o. 4— Sales ledger
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No. 6. Unrealized profit to the credit of “unrealized profits.”
No. 7. Commissions to the debit of “commissions” and
credit of “contingent commissions.”

7-8. Sales Ledger.

The sales ledger is to contain the individual accounts relating to
each sale. It is a customer’s ledger. Usually a loose-leaf ledger is
convenient, and it should be designed to meet the needs of each
case. A typical form is shown on page 33.
7-9. Options and Reservations.

For present purposes, an option may be defined as the privilege
to buy certain property for a certain price within a certain time.
For this privilege a cash payment is usually made.
Such transactions should not be regarded, nor entered, as sales,
but they should be kept in a separate account in the general ledger,
with a sub-ledger for the particulars of each case. I have found one
of the “visible” ledgers most convenient for this purpose.
As payments are received, they are credited to “options” and,
when the initial payment is completed, these receipts are debited to
options and credited to contracts, or some similar account. If an
option lapse, the money received is usually forfeitable and may be
carried to the profit-and-loss account as a separate item, “options
forfeited.”
7-10. The Option Ledger is to receive entries of all options given
and of money received on account. Each account usually is com
paratively short lived.
A very convenient form is found in one of the visible ledgers,
which obviates the necessity of indexing and allows any account to
be found quickly.
Usually a stock form of ledger sheet may be used, each account
showing name and address of the purchaser, the property covered,
the price and terms of sale and the name of the salesman.
The account is credited with all payments made and when the
initial payment on the sale is completed, the sale is entered in the
sales journal and the amounts of cash received are transferred to an
account opened in the sales ledger.

F orm N o. 5— Option ledger
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7-11. Index of Lots Sold or Reserved.

As soon as a subdivision is placed on the market, certain lots will
be reserved for some purpose, or for some purchaser, and quick ref
erence to such facts is essential. A convenient form is a card index
with cards four by five inches. This is in charge of the bookkeeper,
but it is kept on a counter available to all employees—the position
is of importance.
A white card is prepared for each sale made or option granted,
and these are filed in the numerical order of the lots.
A similar card is made out, with the name of the purchaser at the
top, showing below the lot which is affected and any particulars
desired. These are filed alphabetically in a manner similar to that
used for form No. 6, the two files being kept in adjoining drawers
and together affording means of instantly ascertaining the status
of any lot or the name of any purchaser.
7-12. Reservations.

It frequently happens that a salesman desires to reserve a lot for
a customer. In that case he fills out two cards, showing particulars
and the period for which the reservation is to be made; and these
cards are then filed in their proper positions among the white cards.
The result is a complete list of all lots which, for any reason, are
not open for sale.
The form is as follows:
Lot 343 Sec. D
North 1-2 Contract 561 Thorpe
South 1-2 Reserved for do until Dec. 31, 1931
Form No. 6—Card index, lots sold, etc.

7-13. Recording of Documents Regarding Sales.

The practice in recording sales documents is governed by the laws
of the state and the preferences of those concerned. It is the univer
sal custom to record all mortgages, for in many states the date of
such record determines their priority as to other liens. In the major
ity of cases, contracts are not recorded; and in many instances
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such documents are not formally acknowledged and, therefore, are
not eligible for record. These matters must be decided by each
owner after consultation with his attorney.

7-14. Forms of Agreements, etc.

The forms of deeds and contracts are innumerable, in order to
satisfy statutory requirements and to meet the views of owners and
attorneys. Therefore, no attempt is made to give any one of them
here.
It does fall within the province of an accountant to examine such
documents to see that the required conditions are definitely stated,
especially as to interest (See par. 10-5), and also to examine their
mechanical form and see that the blank spaces provided are prop
erly placed and of sufficient size—matters frequently overlooked by
lawyers and owners.
7-15. Methods of dealing with sales are given in chapters VIII and
IX, with the required forms. Whether these be adopted or not, it
should always be remembered that the ledger account “cost of
property”—or whatever similar name may be used—is a debit
account with no credit entries until the books are closed. All sales
are credited to a “lot sales account”, which contains no debit entries,
except those for cancellations, and is closed periodically into the
“cost of property” account, which then shows the cost of the prop
erty remaining unsold.
7-16. Special Terms.

Another feature to be provided for, especially in the case of new
subdivisions, is the “bonus” which is sometimes offered for making
improvements. I have encountered this in two forms, namely, (a) a
man bought a lot facing a golf course at a price representing the
actual cost to the vendor, and it was agreed that, if he built within
a year a house satisfying certain conditions, he would receive a deed
on payment of the price. If he failed to build, all interest in the lot
and payments made thereon reverted to the vendor. Such trans
actions call for no unusual entries. If the purchaser failed to build,
the amounts paid in by him were cancellation profits.
In case (b) lots were sold at stated prices under an agreement
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that, if buildings of specified character and value were erected
within a stated time, a certain discount would be allowed to the
purchaser. Again, no unusual entries were required, beyond a nota
tion in the sales ledger of the existence of the agreement. If the pur
chaser availed himself of the privilege the amount might properly
be charged to discounts, for it directly reduced the profit on the sale.

7-17. Re-Sales.
It is a not uncommon practice for concerns operating subdivision
properties to conduct a “re-sale department”. The two principal
reasons for such a department are:
First. The salesmen are provided with an additional argument
if they can tell a purchaser that, should he want to sell, the concern
will undertake the business for him. In the time of the Florida
boom, such re-sales took place daily in some subdivisions, and af
forded a great—frequently too great—stimulus to sales.
Second. If re-sales be handled by the concern there is less fear that
lot owners will become competitors, and a serious danger is thereby
greatly reduced.
The matter of re-sales offers no accounting difficulties. It involves
the listing of the properties offered; it may entail some advertising,
chargeable exclusively to re-sales; and it should yield a commission,
all of which can be treated as are similar matters.
It is particularly important that in such sales a form such as No. 1
in par. 5-6 be prepared.

7-18. Securities Hypothecated, Discounted or Sold.
It is not unusual for a concern to pledge, or to discount, its mort
gages and contracts receivable, and care should be taken to see that
full particulars of such transactions are entered on the records. It is
not wise to make such entries on the accounts in the sub-ledgers, for
those accounts are sometimes shown to customers. Perhaps the most
convenient place is the filing envelope, form 78, par. 26-8, either by
endorsement on the face of the envelope or by a note enclosed in it.
In the case of the sale of such securities, the current regulations
should be consulted as to the proper way to treat the proceeds when
preparing income-tax returns.
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7-19. Definition of Selling Contract.

A “selling contract” is an agreement between the owner of land
and an agent who undertakes the sale of his property. Under such
a contract the concern is, therefore, an agent, usually acting under
a special agreement and having clearly defined rights, duties and
powers. The terms of such contracts vary greatly, but as a rule they
give an agent the exclusive right for a definite time to sell, under
stipulated conditions.
Frequently the agent undertakes to bear all or part of the expense
of advertising and sometimes that of development also. The agree
ment usually prescribes the manner in which the agent shall make
payments to the owner, which is generally on a percentage basis,
such as 50% of the cash collected monthly or during some other
stated period. The selling contract, like other agency contracts, does
not necessarily obligate the agent to buy or to pay for the land until
he has sold it.
7-20. Classes of Selling Contracts.
The following are examples of typical sel1
ing contracts:

1. A contract under which the agent undertakes to sell certain de
scribed property, such as lots, at an average price per lot, and to
remit periodically to the owner a certain portion of the cash re
ceipts. All that the agent obtains above the average price is his profit,
with, or without, the addition of any payments on cancelled con
tracts. In the final settlement, he is obliged to pay only for such lots
as the owner may convey to purchasers.
2. Contracts under which a number of lots, or similar property, is
placed in the hands of the agent, the lots having varying prices
specified in the agreement, but the other conditions being similar
to those of the first class.
3. Contracts under which the owner gives the agent sole selling rights
to property at a fixed price per acre, or other unit of value, the agent
undertaking all expense of developing, improving, advertising, sell
ing, demonstrating, etc. In such cases the selling price is fixed in
various ways—sometimes it is left to the agent, or a minimum price
is stipulated. The method of paying the owner is set forth in the
contract, and there is occasionally a further agreement that, after
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the owner has received the price per unit agreed upon, and after
all the expenses of developing, etc., mentioned above, have been
repaid to the agent, the net profits, or the net profits above a named
amount, are to be divided between the owner and the agent on the
basis prescribed by the contract.

2/.
7-

Treatment of Selling Contracts in the Accounts.

Under all forms of selling contracts, the selling price of lots sold
is treated as an asset and the payment due to the owner as a liabil
ity, although the liability is contingent upon the completion of the
contract made with the purchaser. For this reason it is advisable to
show such liabilities in the balance-sheet as an item by themselves.
The opening journal entry is in the following form:
Contracts ...................................................
To J. Doe, owner...............................
To gain on sales...............................

$...............
$...............
...............

As collections come in, payments are made to J. Doe, owner, and
debited to his account, the balance of which shows the remaining
amount due him for properties covered by contracts. Care should be
taken in drawing the balance-sheet to show that this class of liability
is contingent upon completion of the contracts.

7-22. Special conditions are frequently inserted in selling contracts,
and it is necessary in each case that the original agreement between
the owner and the agent be examined by the accountant. Such
agreements form a prolific source of contention, and the greatest
care should be taken to ensure the proper recording of all points
apt to cause misunderstanding, such as the land covered, the term
of contract, the method of payment, the sharing of commissions and
expenses and the nature of any expense to be borne exclusively by
either party.

CHAPTER VIII
Time Sales
8-1. Mortgages.

From an accountant’s point of view, the term “mortgage” may
be defined as the pledging of property, frequently real estate, as
security for the repayment of a specified sum of money at a specified
time, together with interest calculated at a specified rate and pay
able at a specified time and place. If the condition be complied with
by the maker of the mortgage—the mortgagor—the pledge becomes
void.
The forms of mortgages and the laws governing them vary so
greatly in the several states that only the general features of mort
gages which bear directly on accounts can be considered here. As a
rule, the form of a mortgage is that of a deed conveying the fee
simple, but there is always preserved to the mortgagor an “equity
of redemption”; and before considering mortgaged land as having
become the property of the mortgagee, the accountant must satisfy
himself that this equity of redemption has in some legal manner
been foreclosed, forfeited, cancelled or surrendered. This is usually
all that an accountant need ascertain on this question, for matters
beyond this belong rather to the legal than to the accounting pro
fession. An outline of the entries necessary to bring mortgages into
the accounts is given in chapter VII.
Minor modifications in the form of a mortgage may appear, ac
cording to the ideas of the attorney drawing the document. None of
these modifications affects the accountant, whose principal interest
is in the debt which is secured by a mortgage and represents the
consideration to be shown on the books of account.
In order to perform his duties properly, however, an auditor must
be familiar with the general and local requirements governing the
41
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particular mortgage which he is examining, and he should be able
to say whether or not the legal requirements have been met.
8-2. Requirements.
The principal legal requirements may be stated as follows:

1. The correct description of the mortgagor as to name, residence and
civil condition.
2. The proper description of the mortgagee.
3. The proper insertion of dates wherever necessary.
4. An accurate and sufficient description of the property covered.
5. The witnessing and the execution of the document in accordance
with statutory requirements.
6. The proper recording of the document, when that is necessary.
7. An examination of the notes accompanying the mortgage, to see
that they are properly dated and executed and conform to the body
of the mortgage.
8-3. Mortgage Notes.
The form of mortgage is purely a legal matter and needs little
consideration here. The notes secured by the mortgage are, how
ever, an entirely different matter and require discussion in some
detail, for it is with them that the accountant is chiefly concerned.
Generally speaking, these notes may be divided into two classes:
(1) interest-bearing, (2) non-interest-bearing.
The following is an example of the first description:
$...............
Jacksonville, Fla................................ 193.......
....................................................... after date, without grace, for value
received, the undersigned promis.... to pay to the order of...................

dollars ($............... ) together with interest
thereon at the rate of ........... per centum per annum until maturity,
said interest being payable .................................................... according
to the tenor of ........................... interest coupon notes of ...................
....................... dollars ($................ ) each, attached hereto and bearing
even date herewith, both principal and interest coupons payable at
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Each maker and endorser waives the right of exemption under the
constitution and laws of Florida, and each maker and endorser waives
demand protest and notice of maturity, non-payment or protest, and all
requirements necessary to hold each of them liable as makers and
endorsers.
It is further agreed that the undersigned shall pay all cost of collec
tion, including a reasonable attorney’s fee, on failure to pay this note,
or any interest coupon, at maturity. This note shall bear interest at the
rate of ten (10) per centum per annum, from the date of maturity until
paid.
This note, and also the interest coupons attached, are to be construed
according to the laws of the state of Florida, where they are executed,
and are secured by a mortgage on real estate, executed under even date
herewith to the payee of this note.
Upon failure to pay any interest coupon on this note, when due, or
if any of the conditions and requirements in said mortgage deed be
not complied with, this note, at the option of the holder, shall become
due and payable.

Form No. 7—Mortgage note—interest-bearing

8-4. Variations in Form.

1. There are, of course, many variations in the forms of notes in
each class, but the note shown in form 7 * illustrates the essentials
of the interest-bearing note.
In some instances, the words “on or before” are inserted at the
beginning of the note. This gives the maker the right to pay in full
at any time, and, if such an addition be made to the note, care
should be taken to see that it is shown on the records in the books.

8-5. Coupons.

Attached to this note are the necessary coupons (form 8). Atten
tion is called to the size of this coupon (approximately three and
one-half by five inches), which in practice is much more convenient
than the small coupons generally used. Each coupon is securely at
tached to the body of the note and may be torn off along the per
forated line as it becomes due.
• Prepared for use in Florida by Frank P. Fleming, Esq., of the Florida Bar.
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No. of Coupon...........
Jacksonville, Fla.,........................... 193.......
On this ........... day of ................................, a.d. 193....... without
grace, the undersigned promise ... to pay to the order of .....................

dollars ($............... ) at ........................................
............................... for interest due on that day according to the tenor
of a principal note of ............................................................................
dollars ($....................... ) of even date herewith. This coupon bears
interest at the rate of ten (10) per centum per annum from maturity
until paid. Value received.

Form No. 8—Mortgage coupon

8-6. It will be seen that the note shown in form 9, if paid at ma
turity, bears no interest. It is used when it is desired to have a defi
nite number of notes, each for a fixed amount, the total of the series
being equal to the principal and interest of the loan.
It is important that the exact amount of each of these notes be
approved by the accountant before they are signed. The calculations
involved are somewhat complicated—as are most calculations in
volving deferred payments—because each payment is composed of
and reduces both principal and interest, the amount by which each
is reduced varying with each note; i.e., the portion applicable to
principal increases, and the portion representing interest decreases,
with each successive payment.

........ 193.......
............................................... months after date I promise to pay to the
order of ................................... at ................................... the sum of
$....................................... with interest after maturity at the rate of
................... per cent per annum.
Value received.

This note is secured by mortgage on real estate and is subject to the
conditions therein contained.
Form No. 9—Mortgage note—principal and interest
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This form of mortgage note is similar to that employed by build
ing and loan societies, most of which draw up tables for their own
use showing the amount of principal remaining unpaid at the end
of each year or other period. If the note is not paid at maturity, it
is usual to provide for the payment of a penalty, either by naming
a fixed sum or by a statement that the note shall bear interest after
maturity.

8-7. Conditions in Mortgage.

Many forms of mortgage note contain a clause to the following
effect: “This note is secured by a mortgage on real estate and is sub
ject to the conditions therein contained.’’
Attention is called to the words in italics, for such a qualification
might seriously affect the negotiability of the instrument—a matter
of importance to the accountant, and one which should be con
sidered by the attorney responsible for the drafting of the papers.
While in New York and a few other states it is customary to use
a bond instead of a note, it is believed that the note is used in by
far the greater part of the United States. In either event the points
to be covered are similar, and local usage will determine the form
to be used.
8-8. The Instalment Mortgage.

There are certain points peculiar to the instalment form of mort
gage, which are used as arguments for and against its adoption.
Arguments in favor of this form are as follows:
1. The security is in a definite form, and as each payment is made its
value increases in proportion to the amount of the debt.
2. It enables the purchaser to buy on terms as easy as under a contract,
and at the same time it gives the vendor a security which he can
easily hypothecate (or use as collateral for temporary loans, or for
more permanent loans, such as debentures etc.) to greater advantage
than a contract.
3. Once the terms are agreed upon, there is no further calculation of
interest to be made.
4. Under the laws of most states, the mortgage notes can be made to
bear interest after maturity without rendering the vendor guilty of
usury.
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8-9. The arguments usually urged against this form of mortgage
are the following:

1. The vendor receives his principal in instalments and may have diffi
culty in quickly reinvesting such small sums.
2. The difficulty in determining a fair settlement if the purchaser
makes payments in advance or if he anticipates the payment of the
entire amount.
3. The difficulty in ascertaining the proper amount of each monthly
payment or, if that be fixed, in ascertaining the number of such
payments.
The first objection applies equally to all sales where part pay
ments are made periodically. The answer to it is that such a plan
greatly enlarges the number of possible purchasers.
The second and third objections are more formidable in theory
than in practice. An elementary knowledge of mathematics will
render possible the solution of the two problems involved.

8-10. The advantages of this method of sale are so obvious that
they need not be stressed. The system should be more generally
used. Possibly its lack of popularity has been caused by its similarity
to what is usually known as the “building and loan plan,” which is
much disliked in some quarters. Such prejudice should not receive
serious consideration.

8-11. Annuity Tables.

Reference to good annuity tables* will usually solve the ques
tions which arise with instalment mortgages, i.e.: given the pur
chase price and the rate of interest—
1. How many payments of a stated sum are necessary to liquidate
principal and interest?
2. The number of payments being agreed upon, what should be the
amount of each payment?
As a rule, a concern sells on a fairly uniform basis. For instance,
it will accept in payment for sales, say, 120 monthly payments of
• Stubbins’ Annuity Tables, will be found advantageous as they show monthly
payments—something which few other tables do. Also Kent’s Compound Interest
Annuity Tables are helpful.
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$11.12 each, for each $1,000 of purchase money, with interest at 6%
per annum. In such cases a table can easily be constructed showing
the division of each payment into principal and interest, so that at
any time the amount of principal paid can be determined.
For example, reference to the table shows that 120 monthly pay
ments of $11.12 will pay off a principal debt of $1,000 with interest
at 6% per annum. The interest for the first month on $1,000 is
$5.00 and the principal included in the first payment is therefore:
$11.12 — $5.00 = $6.12. The interest for the second month is to be
computed on $1,000 — $6.12 = $993.88, and amounts to $4.97; the
principal included in the second payment is therefore: $11.12 —
$4.97 = $6.15.
The rule for the construction of such tables is as follows: Having
found the amount of principal contained in the first payment, mul
tiply this by 1 plus the rate of interest for one month. At the rate
of 6% per annum, the monthly rate would be .005. If the principal
part of the first payment is $6.12, the amount of the principal
in the second payment will be found by multiplying this amount
by 1.005, the same process being repeated until the table is com
pleted.
The amount of principal included in any given number of pay
ments may also be found by reference to annuity tables or by
algebra. These amounts are in geometric progression. The table
will appear as follows:
Payment
1
2

3
4
5

Amount
$11.12
11.12
11.12
11.12
11.12

Interest
$5.00

4.97
4.94
4.91
4.88

Principal
$6.12
6.15
6.18
6.21
6.24

Principal
unpaid
$993.88
987.73
981.55
975.34
969.10

8-12. Change of Ownership.
In sales secured by mortgage, one point is sometimes overlooked
which is usually covered in contracts—that is, the transfer of the
property by the mortgagor and the consequent change of debtor.
Where concerns handle a large number of purchase-money mort
gages, much inconvenience is caused by transfers where the mort
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gage is assumed by a third party without the knowledge of the
mortgagee, who is put to unnecessary trouble in finding the person
who actually pays the coupons as they fall due. This difficulty can
be guarded against by the insertion in the mortgage of a clause
obligating the mortgagor to notify the mortgagee of any change of
ownership. The wording of such clause will depend upon the form
of the mortgage itself.
8-13. Foreclosures.
In every business dealing in mortgages there sometimes arises the
necessity of instituting foreclosure proceedings or taking some other
steps to acquire the mortgaged property. Occasionally such pro
ceedings require a long time for completion, because of delays in
legal processes, the difficulty in communicating with parties inter
ested, or for various other reasons. In these cases, it is sometimes
wise to transfer such mortgages from “mortgages receivable” to
“mortgages in settlement”, for by so doing the former account will
always represent mortgages in good standing. The transfer is made
by a journal entry of the following form:

Mortgages in settlement............................... $...............
To mortgages receivable.......................
To transfer mortgage No.......... in course
of settlement

$...............
$...............

If the value of the property is equal to or greater than the prin
cipal and interest and charges, the latter should be included in the
journal entry; otherwise they should be written off to profit-andloss.
8-14. Mortgage Deficiency Account.
Occasionally instances occur where the value of the mortgaged
property is less than the amount of the mortgage, through an orig
inal overestimate or through depreciation from some cause. In such
cases, if the settlement is apt to be protracted or, as sometimes hap
pens, it is desired to retain the lien of the mortgage rather than to
acquire title, it may be advisable to write off the loss immediately,
instead of continuing to show a fictitious asset. Some accountants
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hold that nothing should be charged off to profit-and-loss until sale
or settlement has been made.
For example, if a mortgage for $5,000 fall in arrears and it be
decided to foreclose, the value of the property on the best estimates
obtainable being only $3,000, the following will be the proper entry:
Mortgages in settlement.................................................. $3,000
Mortgage deficiency account.......................................... 2,000
To mortgages receivable...........................................
For mortgage No............. in settlement, the estimated
value being $3,000.

$5,000

The mortgage-deficiency account is usually written off by a debit
entry against surplus, reserve or profit-and-loss, as the occasion may
require. Care must be exercised to see that the procedure followed
conforms to the current revenue laws. See chapters XVIII and XIX.
Time Sales—“Contracts”

8-15. Simple Form of Contract.

The term “contract” is used in this book to cover the great variety
of forms of agreement which are given to purchasers or prospective
purchasers of real estate and are known as leases, conditional con
tracts of sale, bonds for title, agreements, contracts, etc. In this
chapter the words “contract”, “agreement” and “lease” are used to
describe an agreement providing for sale on the instalment plan.
Perhaps the simplest form of such agreement is one which gives
the prospective purchaser the right to occupy certain described
lands for a specified time and also the right to buy those lands dur
ing that time at a specified price, provided he make the required
payments. These payments may consist merely of interest at the
current rate on the amount of the purchase price, the vendor agree
ing that, if all conditions are complied with (including the payment
of the purchasing price), he will, at any time during the life of the
lease, deliver a deed to the purchaser, conveying good tide.
There are many varieties of contracts more elaborate than this,
but all of them observe the principle that, when the conditions speci
fied are carried out by the purchaser, the vendor will convey tide to
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him. The periodic payments may vary to any extent, the usual
minimum, as in the case above mentioned, being merely interest
on the principal.
8-16. Conditions Applying to Contracts.

The following points, affecting the business side of contract sales,
are of interest to the accountant:
1. It is usual to state clearly when and where payments are to be
made.
2. The purchaser usually agrees to pay all taxes and assessments ac
cruing after a specified date.
3. Restrictions are often imposed as to maintaining present buildings
and as to the uses to which they may be put.
4. All buildings are usually kept in repair by the purchaser.
5. The purchaser is usually required to maintain insurance in favor
of the vendor, for an amount mentioned in the agreement.
6. The purchaser is prohibited from assigning the contract without
written consent of the vendor.
7. The purchaser agrees not to allow any encumbrance or liens to be
placed against the property.
8. It is generally stated that failure to make any required payment
when due subjects the entire agreement to cancellation, either im
mediately or after a specified time, such as thirty, sixty or ninety
days.
9. The vendor usually has the right to pay any assessments, etc.,
which may be overdue, and to charge them to the purchaser or
to use them as grounds for cancelling the contract.
10. If any legal proceedings become necessary, the agreement is charge
able with all the expenses connected therewith, including court
costs, attorney’s fees and, where required, an abstract of title.
11. All payments on account of the contract must be made to the
vendor or to some party who is the authorized representative of
the vendor.
12. The official address of the purchaser is usually given, and a pro
vision is inserted that notice mailed by the vendor to him at that
address shall be considered a proper notice of any delinquencies, etc.
13. It is provided that no delay on the part of the vendor in exercising
any of his technical rights under the agreement shall be construed
to be a waiver of any of his rights thereunder.
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14. The agreement is usually executed in duplicate by both parties,
each retaining one copy.
15. In the case of selling vacant lots, it is becoming a common practice
to insert restrictions as to the character, position, cost and nature of
buildings which may be erected on the property, and also prohibit
ing the sale or use of the property to or by persons of other races.

In examining such contracts, it is the duty of the accountant to
see that the description of the property is correct and in conformity
with that shown on the books of account and that all particulars
are properly entered in the contracts ledger.

17.
8-

Precision as to Amount of Sale.

Another point which calls for care is a definite statement of the
total amount of the sale. For example, the agreement may be
granted for a nominal consideration of $100, and it may provide
that, on the payment of $1,000 by the purchaser, title will be con
veyed to him. These two amounts usually appear in different parts
of the agreement, and there is frequently some doubt as to whether
the original $100 is to be included in the $1,000 or added to it. It is
advisable, therefore, that the clause stating the amount of the con
sideration be clearly stated, as follows:
“The lessor covenants and agrees to and with the lessee that, if the
lessee shall, during said term, well and truly pay the rent hereby re
served, including the taxes and other payments for which he is liable,
and fully and promptly perform and carry out each and every, the
covenants and undertakings on his part, and if, during the term of this
lease, the lessee shall have paid the lessor the full sum of ...................
............................... dollars, exclusive of the sum named as the con
sideration of this instrument with interest at the rate of ...................
per cent per annum on the unpaid portion of said purchase price, as
hereinbefore provided, then and in that event the lessor shall convey or
cause to be conveyed to the lessee a good and sufficient title in fee to
the lands herein described.”
Consideration for the agreement is, of course, the first payment
on the purchase.
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8-18. Pass-book Contracts.
There is one variety of contract which for convenience may be
called the “pass-book contract,” in which the contract is printed on
the first pages of a book similar to a bank pass-book (the descrip
tion inserted with a pen) and the agreement duly executed. Follow
ing this agreement there are blank pages on which to enter each
payment as it is made by the purchaser. This form of book is some
times used in handling comparatively small subdivisions, where the
general description may be printed in, the only variation being the
number of the lot or block covered by each contract.
It is possible that this form of agreement was devised by a banker
who had been accustomed to handle savings-bank accounts. Theo
retically, it has many advantages, for it provides for a complete
record of all payments made. In practice, however, it has many
disadvantages, for these books are frequently lost and, still more
frequently, the purchasers make payments of instalments without
their books. In many instances the purchasers of one tract are scat
tered over the entire United States, and sometimes over the world,
and it is then impossible, of course, to present the book when each
payment is made. The value of the book depends upon its contain
ing every payment, and confusion is caused by any omissions.
Another method somewhat similar to the pass-book plan is to
draw a lease or an agreement in some standard form and make
provision on the back for entering payments made by the purchaser,
but the objections mentioned above apply equally to this form.

8-19. Comparative Advantages of Mortgages and Contracts.
The owners of real estate, particularly of subdivision property,
are frequently in doubt as to the best method of selling, especially
as to the relative advantages of selling under mortgages and under
contracts, and the legal aspect of this question should be discussed
with the owners’ attorneys. The best attorneys, however, sometimes
fail to understand the practical conditions. The main difference be
tween a mortgage and a contract is that, in the case of a mortgage,
the purchaser obligates himself to make certain payments at certain
times and gives his note or notes to that effect. Should he fail to
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comply with these conditions, proceedings may be brought against
him; and if he continue in his failure to make payments, judgment
against him will probably be obtained. The value of this judgment
depends entirely upon the financial standing of the purchaser, and,
in the case of subdivision business, the responsibility of many of the
purchasers is so doubtful that a judgment is of little value.
On the other hand, under many forms of contract the purchaser
is not obligated to continue the payments. In other words, if he
fails to comply with the conditions of the contract, he loses what he
has put into the property, but the vendor can not obtain a judgment
against him or in any way compel him to pay the balance.
Under these conditions, it is obvious that it is much easier for a
sales department to handle a sale of property under contract than
under mortgage, although such institutions as trust companies or
others lending money on security have a strong preference for mort
gages, based, of course, upon the personal obligation carried by the
mortgage.
The final choice between a contract and a mortgage may be
affected by the income-tax regulations, especially in repossession of
properties sold. As these regulations have already been subject to
numerous changes, and as further alterations are expected, it is im
possible to do more here than to utter a word of warning.

8-20. Contracts Accompanied by Notes.
It is impossible to give any form of contract, for it is seldom that
two concerns use the same form. However, there is one broad ques
tion which is worthy of consideration and that is the payments pro
vided for in contracts.
In some cases the contract does not provide for any specific note;
in others a note is included in the body of the instrument; while in
other cases purchasers execute a note or sometimes a series of notes,
one for each payment provided for in the agreement.
The selection of the form to be followed in any given case must
be affected by the circumstances and must be made by the owner or
by his attorney rather than by the accountant. However, the ac
countant must adapt the forms of record to the style of contract
which is chosen. From his point of view the contract without any
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accompanying notes is the easiest to file and to handle. If notes be
given, they should be cared for in some such manner as is described
in chapter XXVI.
8-21. The chief advantages claimed for one or more notes are:

1. That the execution of a note by a purchaser causes him to assume
a definite and enforceable liability, especially if the note be in the
form of an ordinary negotiable instrument in which, in some cases,
no mention is made of the purpose for which the note is given.
2. Contracts and their accompanying obligations are frequently used
as collateral for loans, and some bankers prefer that such securities
be in the form of notes, while others are indifferent as to the form.
3. Some concerns believe that the execution of a note for each pay
ment facilitates collection, as the notes can be collected by banks
with greater ease and more certainty than can mere notices of
maturity.

Strangely enough, the advocates of each method base their pref
erence on the ground of simplicity. In the first class, no loose papers
exist and the entire obligation is revealed by one paper; in the
second class it is claimed that a note is more marketable than a mere
contract, and that this method simplifies and facilitates the use of
the securities either for sale or for hypothecation. The advocates of
the third method claim that the existence of a note for each pay
ment facilitates collection, as it can be sent through banks in the
usual manner for collection.
Probably the circumstances of the case and the preference of local
bankers will affect the decision, but if the third method be adopted,
the accountant must make special provision for the proper care and
handling of the multiplicity of papers which will result.
8-22. Recording Contracts.
There is also difference of opinion as to whether or not it is to
the advantage of the vendor to have contracts recorded. Some ven
dors decline to execute a contract in such a manner that the pur
chaser can record it.
The recording of a contract has the advantage of giving notice
to the world that some lien exists, and in some states it may add to
the difficulty of cancelling a contract.

CHAPTER IX
Time Sales, Continued
9-1. Instalment Sales Represented by Equal Periodic Payments.

This chapter deals exclusively with instalment sales in which the
instalments are all of equal amount through a stated period, each
one including both principal and interest, the amount of the former
increasing, while the latter decreases in each successive instalment.
It is written in the hope that it may remove an impression which
seems to be generally held that such a method involves complicated
calculations beyond the powers of the usual office man.
To calculate the required amounts by mathematics involves the
use of logarithms and some complicated formulae, but the answer
can readily be obtained by the use of any one of the tables which
are published showing the present value of one dollar payable at
various intervals for various periods, ranging from one month to
three hundred months at various rates of interest. Therefore it is not
necessary to discuss here the theories involved but merely to describe
the simplest methods to be followed.
9-2. Method of Calculating.

The terms of a proposed sale being known, it is desired to ascer
tain the amount of each of a given number of instalments, made at
stated intervals, which will extinguish the amount to be paid and
yield interest on the unpaid balances at a given annual rate of inter
est. For example: What monthly payment is required to extinguish
a debt of $1,000 in three years with interest on the unpaid balances
at 6% per annum?
The answer is obtained by finding from tables the present value
of one dollar payable on the same terms and dividing the amount
of the debt to be paid by that amount.
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9-3. For this example, the tables show that the present value of
one dollar paid monthly for 36 months is 32.871; and if we divide
$1,000 by this amount the quotient is $30.40, which is the answer
desired.
Precisely the same process is followed if the payments are to be
for any other period, such as quarterly, semi-annual or annual. In
the example given in par. 10-9 the present value of one dollar for
120 months at 8% per annum is 82.422, and $1,000 divided by 82.422
gives $12.13268.
In the case of most subdivisions, the range of prices is moderate,
and complete tables for use in the office can be prepared without
difficulty.

9-4. To illustrate: Two examples are taken from personal practice,
(1) an expensive development in southern Florida where the prices
of lots ran into many thousands but the terms were fixed at a cash
payment of 20 per cent and 8 quarterly payments with 6% interest;
and (2) an inexpensive subdivision where prices ranged from $300
to $2,000, the standard terms being 36 months, but sometimes re
duced to one year and sometimes extended to five years.

Example No. 1

Upon referring to tables, it is found that the present value of
8 quarterly payments of $1.00 each is $7.4860. Therefore, under the
above rule, the amount of instalments to repay $1,000 is
which is $133.58. Having found this, the corresponding payments
for all other amounts are easily found by multiplication or division—
e.g., the instalments on $3,000 are $133.58 X 3 or $400.75
on $500 they are $133.58 ÷ 2 or $66.79.
The following table shows, in column No. 4, the quarterly pay
ments required to liquidate the principal and interest of the respec
tive amounts of indebtedness shown in column No. 3, if such
indebtedness be paid off in 8 equal quarterly payments, interest
being calculated semi-annually at the rate of six per cent. per annum
on the amounts from time to time remaining unpaid.
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Column 1

Column 1

Purchase price

10% of price

Column 3

57
Column 4

Balance of purchase
price to be covered
by instalments

Quarterly
payment

15
50
75
100

00
00
00
00

3
6
10
13

34
68
02
36

100
300
400
500

00
00
00
00

16
40
53
66

71
08
43
79

600
700
800
900

00
00
00
00

80
93
106
120

15
51
87
22

1,000 00

133 58

4,000
4,500
5,000
5,500

oo
00
00
00

800
900
1,000
1,100

00
00
00
00

3,100
3,600
4,000
4,400

00
00
00
00

4X7
480
534
587

47
90
34
77

6,000
6,500
7,000
7,500

00
00
00
00

1,100
1,300
1,400
1,500

00
00
00
00

4,800
5,100
5,600
6,000

00
00
00
00

641
694
748
801

10
64
07
50

8,000
8,500
8,750
9,000

00
00
00
00

1,600
1,700
1,750
1,800

00
00
00
00

6,400
6,800
7,000
7,100

00
00
00
00

854
908
935
961

94
37
°9
80

10,000
11,000
11,000
11,500

00
00
00
00

1,000
1,100
1,400
1,500

00
00
00
00

8,000
8,800
9,600
10,000

00
00
00
00

1,068
W
1,181
1,335

67
54
41
84

13,000
13,500
14,000
15,000

00
00
00
00

1,600
1,700
1,800
3,000

00
00
00
00

10,400
10,800
11,100
11,000

00
00
00
00

1,389
1,442
1,496
1,603

17
71
14
01

16,000
16,500
18,000
18,500

00
00
00
00

3,100
3,300
3,600
3,700

00
00
00
00

11,800
13,100
14,400
14,800

00
00
00
00

1,709
1,763
1,913
1,977

88
31
61
04

10,000
11,500
16,150
47,500

00
00
00
00

4,000
4,500
5,150
9,500

00
00
00
00

16,000
18,000
11,000
38,000

00
00
00
00

2,137
2,404
1,805
5,076

34
51
26
19

Form No. 10—Instalment table, quarterly payments

F orm N o.

11— Instalment

ledger, “visible” form
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Quarterly payments for amounts not shown in column No. 3 (page
57) may be obtained by addition or multiplication—e.g. the quarterly
payment for $4,200 is 93.51 multiplied by 6 = 561.06 or 534.34 plus
26.72, which equals 561.06.

9-5. Instalment Ledger.
In this case, where the number of instalments was small, the
customers’ accounts were kept on visible ledger sheets of the form
appearing on page 58. They were filed alphabetically, and colored
markers were used to show the months in which payments fell due,
so that the sales ledger also served as a tickler.

9-6. In this ledger the customer was charged with the total amount
of the sale, including interest, as shown in par. 10-10, and the book
keeper also entered the amount of interest included in the payment,
which he calculated from the table (form No. 12) showing the de
tails on a sale of $1,000,—e.g., the purchaser of a $6,000 lot would
make quarterly payments of $641.20 each (see form No. 10), the
interest included in his quarterly payment being, as shown by col
umn 2 of form 12 below, $15 X 6 or $90; the interest included in his
second payment would be $13.22 X 6 or $79.32, these amounts being
entered against his payment in the “interest” column of his account.
At the end of each fiscal period, or at the end of each month, if
preferred, the bookkeeper would list all the entries in the “interest”
columns made during the period and make a journal entry in the
following form:

Unearned interest
$...............
To interest earned
To transfer collec
tions for the period.

$...............

6o
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Table showing the amount required and the balance remaining at
each quarter on $1,000, to be repaid by 8 quarterly payments of $133.58
each, interest to be calculated at the rate of 6% per annum on the bal
ance remaining unpaid at the end of each quarter.

Total
payments

0
I

2
3
4
5
6
7
8

Interest Portion

Principal Portion

Each
month

Each
month

.......................
$133.58 $15.00
13.22
267.16
400.74
11.41
9.58
534.32
667.90
7.72
801.48
5.83
935.06
3.91
1,068.64
1.97

Totals
..........
$15.00
28.22
39.63
49.21

56.93
62.76
66.67
68.64

Totals

.........................
$118.58
$118.58
120.36
238.94
122.17
361.11
124.00
485.11
125.86
610.97
738.72
127.75
129.67
868.39
131.61 1,000.00

Balance after each payment

Interest

Principal

Total

$68.64
53.64
40.42
29.01

$1,000.00
881.42
761.06
638.89
514.89
389.03
261.28
131.61

$1,068.64
935.06
801.48
667.90

19.43
11.71
5.88

1.97
..........

534.32
400.74
267.16
133.58

...............

...............

$1,000.00

$68.64

Form No. 12—Instalment table, quarterly payments

INTEREST AT 6% PER ANNUM ON THE BALANCE REMAINING UNPAID
AT THE END OF EACH PERIOD.

Payments
in

Monthly
instalments

100

One
year

11.619

Two
years

11.563

Three
years

31.871

Four
years

42.580

Five
years

51.716

100

100

100

100

$8.61

Quarterly
instalments
100

$25.94

3.8544

$4-43

100

100

$13.36

100

$9.17

100
17.1687

100

100

$7.08

100

$26.90

100

100

$106.00

100

$54.54

1.83339
$18.46

100

$37-4*

2.67301
$14.25

100

$28.86

3.46511

7.0197
$5.82

Annual
instalments

.94340

5.4172

14.1313

$1.93

$52.26

3.7171

10.9076

$2.35

100
1.9135

7.4860
$3.04

Semi-annual
instalments

$11.72

8.5302

Form No. 13—Instalment table, monthly payments

100
4.21236

$23.74
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Example No. 2, Monthly Payments.

In this case the amounts involved were smaller and the instal
ments, being payable monthly, were greater in number.
In order to ascertain the amounts of the monthly payments, form
No. 13 was prepared, showing the amounts for $100 under all the
conditions which would occur under the terms in force, the calcula
tions being made by dividing $100 by the present value of $1.00 for
the various terms, as shown in the tables.
(Note.) The fractional amounts shown in form No. 13 indicate the
method of determining the periodic payments, but they do not appear in
the tables distributed for use by the salesmen.

9-8. Other periods were calculated and each salesman was fur
nished with a statement in the following form:

Memo of the monthly payments required for each $100 remaining
unpaid, after deducting the initial payment.
Payable in 6 months
” 9
” 12
” 15
”18
” 21
”24
” 27
”36
"

99

99

99

99

99

99

99

99

99

99

99

99

99

—
—
—
—
—
—
—
—
—

$16.95
11.39
8.61 — 1 year
6.94
5.82
5.03
4.43 — 2 years
3.93
3.04 — 3 years

e.g. If the selling price of a lot be
and 10% be paid,
there remains ($900 — $90)
the monthly payment for 3 years is $3.04 X 8.1

If the selling price be
and 10% be paid,
the monthly instalment for three years
is $3.04 X 9

$900.00

810.00
24.62

1,000.00

27.36

Form No. 14—Form of instalments for sales force

9-9. Variation in Terms.

The client for whom this form was drawn had adopted three
years as the standard period. If a purchaser paid in one year he was

62

LAND ACCOUNTS

allowed a discount of 5%; if in two years, a discount of 2½%.
On the other hand, if he bought under a four-year contract, a pre
mium of 2½% was added, and if under a five-year contract the
premium was 5%.
In the above example, if five years were required, the amount
would be:
Unpaid principal
$540.00
Add 5% premium
27.00
$567.00

and 1.93 multiplied by 5.67 is $10.94. (See form No. 13.)
9-zo. Simplification of Bookkeeping.

Theoretically, each instalment should be treated as in example
No. 1, par. 9-4, but this involves much detail, and the following
plan has been adopted. In the present example the customer is
charged with the principal amount of his purchase, e.g., in the above
example of a sale for $600 the monthly payment is $16.42, the total
amount paid being $591.12, or, including the cash payment, $651.12.
In such cases the original entry may read:
Contracts
To Lot sales
“ Unrealized profits

$600.
(say)
(say)

$ 60.
$540.

This amount is charged in the customers’ ledger, the account being
credited with the monthly payments of $16.42 each, as they are
made.
When thirty-two payments have been made $585.44 will have
been received, all of which have been credited to principal. There
fore, $14.56 out of the thirty-third payment will close the principal
account, and the balance of that payment, together with all the three
remaining payments, may be credited to interest. This not only
avoids complicated cross entries when contracts are cancelled but
also greatly simplifies the bookkeeping.
It is not in accordance with the letter of the requirements of the
federal treasury department, but the plan has been discussed with
many persons, and the prevailing feeling is that the advantages it
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presents in the matter of simplification would be sufficient to war
rant its acceptance by that department when calculating income tax.

9-11. To illustrate various methods which have been found in
practice, let us apply them to the following hypothetical case:
On January first the concern sold for $600 a lot which cost it
$60; 10% ($60.00) was paid in cash and the remaining $540 will be
paid in thirty-six equal monthly instalments, interest at the rate of
6% per annum being charged on the amounts remaining unpaid
from time to time.

“A” Plan
The purchaser pays $15.00 a month and in addition interest cal
culated each half year on the amounts remaining unpaid at the end
of each month. The result will be:

Cash
received
on
principal

Interest

Initial payment.... ... $ 60.00

...........

1st year
12 instalments........

Total
amount
received

Realized
profit

...........
...........

180.00

$240.00

$ 27.45

$167.45

$116.00

2nd year
11 instalments........

180.00

16.65

196.65

161.00

3rd year
11 instalments........

180.00

5.86

185.86

161.00

Total............. ... $600.00

$ 49.96

$649.96

$540.00

“B” Plan
The interest is calculated semi-annually on the amount remain
ing unpaid at the end of the half year. This greatly reduces the
labor of calculating; it does not yield 6% interest, but it has the
effect of leading purchasers to make additional payments before
each half year ends and greatly stimulates collections.
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The results are:

Cash
received
on
principal
Initial payment
and 1st year............. ... $240.00

Interest

Total
amount
received

Realized
profit

$ 24.30

$264.30

$116.00

2nd year............

180.00

13.50

193.50

161.00

3rd year............

180.00

2.70

181.70

161.00

Total............ ... $600.00

$ 40.50

$640.50

$540.00

“C” Plan

The purchaser pays $15 a month, and, as each instalment is re
ceived, the interest accruing since the last payment was made is cal
culated and deducted from the $15, the remainder being credited
to principal. The results are:

Principal
received

Initial payment
and 1st year............. ... $111.71

Interest

Total
amount
received

Realized
profit

$ 18.18

$240.00

...........

2nd year............

161.09

18.91

180.00

...........

3rd year.............

171.01

8.99

180.00

...........

56.18

.68

45.00
11.86

4th year.............
3 instalments—
part of fourth.........

Total............. ... $600.00

$56.86

$656.86

...........
...........
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“D” Plan
The interest is averaged as in par. 10-9, and the following result
is obtained if the interest be spread equally:

Principal
received

Initial payment
and 1st year............. ... $240.00

Interest

Total
amount
received

Realized
profit

$ 16.10

$256.20

$116.00

2nd year............ ...

180.00

16.10

196.10

161.00

3rd year............

180.00

16.10

196.10

161.00

Total............. ... $600.00

$ 48.60

$648.60

$540.00

“D-2” Plan
In order to simplify calculation of realized profits, all money re
ceived is regarded as profit, which then includes interest. If the
cost be $60 and the concern receive $648.60 (as in “D” above) the
profit is $588.60 or 90.75% of the total amount received. Therefore
90.75% of all receipts is realized profit. This will yield:

Total
receipts

Realized
profit

Initial payment
and 1st year................................ .......................

$156.10

$131.50

2nd year............................... .......................

196.10

178.05

3rd year............................... .......................

196.10

178.05

Total......................................................... $648.60

$588.60
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The tables above referred to show that the required monthly in
stalment is $16.42, and the result will be:
Total
receipts

Initial payment
and 1st year........ .......... $257.04

Principal

Interest

Realized
profit

$229.36

$ 27.68

$206.42

2nd year. . . . ..........

197.04

179.78

17.26

161.80

3rd year. . . . ..........

197.04

190.86

6.18

171.78

Total........ .......... $651.12

$600.00

$ 51.12

$540.00

Plan “E” may be treated as in “D-2”.
“F” Plan
The vendor receives the initial payment.......................... $ 60.00
36 instalments of $16.42.....................................................
591.12

The lot cost..........................................................................

Total profit.................................................................
or 90.878% of the sales price.

651.12
60.00
$591.12

The taxable profit will be:

Total
receipts

Realized
profit

Initial payment
and 1st year........................................... ...........

$257.04

$233.40

2nd year.......................................... ...........

197.04

178.86

3rd year........................................... ...........

197.04

178.86

Total........................................... ...........

$651.12

$591.12
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“G” Plan

The terms are as in “E” and “F” plans, but the plan suggested in
par. 9-10 is adopted, and the customer’s account is as follows:

Dr.

Balance

Realized
profit
90%

Interest

$ 60.00

$540.00

$ 54.00

...........

Principal
Cr.

Sale.......................................

Initial payment.................

1st year.................................

..............

197.04

342.96

177.34

............

2nd year................................

................

197.04

145.91

177.34

............

131.36

14.56

118.11

3rdyear—8 instalments. ..

14.56

9th
10th, 11th and
12th instalments

$600.00

...........13.10

...........

$ 1.86

.......................

49.16

$540.00

$ 51.11

The total amounts collected under these plans are, respectively:

Plan “A”
Plan “B”
Plan “C”
Plan “D”
Plans “E”, “F” and “G”

$649.96
$640.50
$656.86
$648.60
$651.12

9-/2. Instalment Sales in which an Even Number of Dollars is Paid
for Varying Periods.
In cases where the price of subdivision lots is small, such as in
subdivisions for laborers, and sometimes in cemeteries, it may be
desired to give terms under which the purchaser pays a round sum,
such as $1.00, $2.00, $3.00, etc., a month for different periods. The
sums to be paid in this manner are ascertained by dividing the total
amount to be paid by the monthly or periodic payment and then
ascertaining from tables the number of months required to give a
like sum. For example: If a purchaser agree to buy a lot for $100
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and pay 10% in cash, there remains unpaid $90, which it is desired
to pay in monthly sums of $3.00 each to cover principal and interest
on unpaid amounts at the rate of 6% per annum. If 90 be divided
by 3, the result is 30, and, upon referring to tables, we find that the
nearest figure to this is 30.351, which is the present value of one
dollar, under the above conditions, for 33 months, which is the
answer to the problem.
A table similar to the following can then be prepared, to show
the various payments required for different amounts. The procedure
for calculating earned profits is similar to that already described.

9-13. Statement showing the number of months required to pay
off debts of various amounts as monthly payments in even dollars.
If the purchase price of a lot be. . ..$50.00 $60.00 $75.00 $100.00

The cash payment of 10% is.... ..

6.00

7.50

10.00

Leaving unpaid........................... ..$45.00 $54.00 $67.50

$90.00

5.00

$ 1.00 a month will require.... ..

52

$ 2..00 a month will require. ... ••

24

$ 3.00 a month will require. ...

Number of payments
64
120
83

37

52

16

24

33

. .

12

17

24

$ 5.00 a month will require. . .. ..

10

11

$10.00 a month will require. ... ••

5

6

7

IO

$ 4.00 a month will require. . ..

30

Form No. 15—Instalment table (even-dollar method)

CHAPTER X
Interest
Time Sales

10-1. Time Sales in General.
In the case of time sales it is customary to charge the purchaser
with interest on his unpaid balances. The interest is calculated in
diverse ways. The matter is explained to the vendor in three differ
ent ways, and perhaps the simplest method of dealing with the
matter is to consider it under these headings, viz:

1. Where interest is represented by coupons.
2. Where the contract or note provides for the periodic calculation and
payment of interest.
3. Where the interest is added to the principal and the sum is divided
into equal periodic instalments.
10-2. Classes of Interest.

Before entering into further details, it is well to remember that
the interest now being considered may be divided into three classes:

(a) Interest which has been paid.
(b) Interest which is earned and is due, although it may not have been
paid, which I shall call “earned interest” or “overdue interest.”
(c) Interest which has not accrued and remains “unearned.”
The interest in class (a) is simple and requires no explanation,
but items falling under class (b) may often be put on the books as
assets, which, it is expected, will be collected and turned into cash.
Items in class (c) occur only under heading No. 3, mentioned
above, and will be considered later.
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10-3. 1. Interest represented by coupons is by far the simplest
method but is that which is least often followed. It calls for no
calculations on the part of the bookkeeper, all that is necessary being
a tickler in the forms Nos. 19, 20 and 21, par. 13-6 et seq. and each
month a journal entry in such form as the following:
Overdue interest receivable $...................
To Interest receivable
$...................
and as collections are made they are credited in the cashbook to
overdue mortgage interest, the balance of which shows the total
amount remaining unpaid.
10-4. 2. A contract or note providing for periodic calculation is the
plan which includes the greatest number of time sales. As is shown
in par. 7-3, the amount to be paid by the purchaser is sometimes
indicated by a note or notes, separate from the contract or mort
gage; while in other cases the obligation is written in the body of
the agreement. The treatment of interest is identical in both cases.

10-5. Importance of Definite Wording.

It is well to emphasize the remarks in par. 7-14, calling attention
to the necessity of definite wording relative to this interest, for each
contract should show clearly how and when and on what amounts
it is to be charged and when it is to be paid. Frequently there is
such a clause as “interest to be calculated semi-annually”, which is
so vague that doubt arises as to the amount on which the interest
is to be charged and another doubt as to when it is payable.
It may be provided that “interest shall be payable semi-annually
and shall be calculated at the rate of —% on the amounts remain
ing from time to time unpaid.”
It must be remembered that if interest be periodically added to
the principal, and included therein in the subsequent calculations of
interest, compound interest is being charged, and in some states this
is illegal.
10-6. When Interest Should be Entered on the Books.
The question: “When should interest earned be entered and
charged to the purchasers?” is one to which no general answer can
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be given. In theory a concern is entitled to consider interest earned
as an asset, but in practice it is often found unwise to do so, espe
cially in cases where there are no separate coupons or notes (See
par. 7-3), for it may not be paid, allowances may be deducted, or
additional interest may be added for delay.
As a result of these conditions many vendors of subdivisions,
especially where the selling prices are small, take no credit for inter
est until it is collected. Ticklers are carefully maintained and collec
tions are pushed in every way, but no credit is taken until the
money is received.
zo-7. When deciding upon the method of entering interest, the
amount of labor involved must be considered. In a busy office, if a
bookkeeper be required to calculate all interest on each payment
received over the counter, many mistakes are apt to occur. This may
be met by giving a receipt for the total sum and apportioning the
amount on the books later, but, especially in the rush which often
accompanies the opening of a new development, such labor should
be kept to a minimum, which is one reason for recommending the
equal-payment plan.
I recall one office in which there were 12,000 time sales. In any
such case, the calculation of interest places a great burden on the
bookkeeper, especially if the payments be made monthly and the
interest calculated semi-annually, for this involves six calculations
on each contract each half year.

10-8. 3. Interest Calculated in Advance.
I have sometimes advised clients to adopt the plan under which
the interest is added to the principal and the sum is divided into
equal periodic instalments, because it reduces the labor of the book
keeper and the possibility of errors. Perhaps because a similar
method is used in instalment sales of motor cars and other personal
property, the system has become popular, and it seems probable that
it will be applied more widely to real-estate transactions. If clearly
understood by salesmen it affords them an effective selling point,
inasmuch as no further calculations are required, and a purchaser
knows exactly what he will have to pay.

72
9.
10-

LAND ACCOUNTS
Methods of Calculation.

One method of calculating the amount of the required periodic
payment is based on the assumption that the interest for the whole
period, during which principal has been reduced until it is fully
paid, is one-half of the interest at the full rate for the entire period.
For instance: In the case of $1,000 due in ten years, with monthly
instalments, the calculations, at 8%, would be as follows:
Principal
One-half interest for
10 years at 8% ($800.00)
Total

$1,000

400
$1,400

which, divided into 120 payments, gives $11.66 a month; whereas
the true rate, as will be shown later, is $12.13, a difference of 47¢ a
month, amounting in the whole to $56.40, which is a loss to the
vendor; or, in other words, the vendor does not receive the 8% per
annum which he thinks he is getting.
10.
10The calculation of the correct monthly payment presents no
difficulties and is described in the preceding chapter.
In the case of the example given above, the contract or mort
gage is charged with all the unearned interest because that interest
is included in the notes which have been given or in the obligation
which has been entered into by the purchaser. Obviously, this un
earned interest can not properly be credited to the profit-and-loss
account until it falls due, but on each date when interest falls due
the unearned interest is charged with the amount falling due, which
is credited to interest receivable.

10-11. Unearned Interest—Alternative Methods of Calculating.
(a) The monthly calculation of interest is extremely inconvenient
in an office where there are many contracts involving such interest
calculations. Various attempts have been made to simplify matters.
One plan consists of calculating the interest half-yearly on fixed
dates, these dates being the same in all contracts of one class. This
reduces the work of the book-keeper, inasmuch as it concentrates all
such interest calculations at two stated times each year instead of
scattering them through every month of the year.
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(b) Another plan which has been adopted with some success is
to calculate the interest every six months on the balance then un
paid. This is convenient for the book-keeper, as it enables him to
take his monthly trial balance and simply calculate the interest on
each amount shown.
The effect of this method of calculating the interest is far-reaching
—more so than would appear at first sight. For instance, if a pur
chaser made a substantial payment on the last day of the half year,
he would, under the above arrangement, save half a year’s interest
on that payment. The vendor, instead of realizing an 8% interest,
would realize perhaps 7½%. There is still another aspect to be con
sidered. If a purchaser does not make any payments for a year or
two, and interest is added on the outstanding balance each half year,
he is, of course, being charged compound interest, which is illegal
in many states.
(c) A third method, which yields results sufficiently accurate for
all practical purposes, assuming that payments are made regularly,
is to calculate the interest, say, April 1st and October 1st of each
year, on the balances remaining unpaid at the middle of the halfyear (in this case, on January 1st and July 1st). This is definite, sim
ple and accurate and might well be generally adopted.
In any event, it is economical and convenient to arrange for all
interest to fall due at fixed periods in the manner indicated, and it
also tends greatly towards correctness.

10-12. Unearned Interest—Various Examples.
In order to compare the results obtained by the different methods
of calculating interest, let us take the example of a contract for $5,000
dated January 1st and payable in monthly instalments of $100 each,
interest being charged each half-year at the rate of 6% per annum
on the balances remaining unpaid from time to time. Let us suppose
that $100 is paid on each of the following dates:

January
February
March
April

30
15
15
10

May
June
July
August

20
30
30
15

September
October
November
December

15
IO

20
31
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If interest is calculated when each payment is made, the figures
will be as follows:
Jan. 1 Principal ............................................................... $5,000.00
June 30 Deduct six payments .............................................
600.00
$4,400.00
Add interest on $5000............................. $150.00
Less interest on $100 for:
30)
5 mos. 0 days (Jan. 30 to June
"
"
"
"
Feb.
4 “ 15
15
"
"
"
"
Mar. 15
3 “ 15
2 “ 20 "
Apr. IO " cc "
1 “ 10
May 20 " " "
17 mos....................................................
8.50
141.50
4,541.50
Dec. 31 Deduct six payments.............................................
600.00

$3,941.50
Add interest:
For six months on $4,541.50 at 6%..... $136.24
Less interest on payments as above.....
8.50
127.74
Balance at end of year..................................... $4,069.24

If the interest is calculated on the balances remaining unpaid at
the end of each half-year, the result will be;
Jan. 1 Principal due ......................................................... $5,000.00
June 30 Deduct six payments................................
600.00
$4,400.00
Add interest for six months on $4,400 at 6%.....
132.00
$4,532.00
Dec. 31 Deduct six payments.............................................
600.00
$3,932.00
Add interest for 6 months on $3,932.00 at 6%.....
117.96
Balance at end of year................................... $4,049.96
If no payments were made the figures would be:
Jan. 1 Principal ...............................................................
June 30 Interest for six months.........................................

$5,000.00
150.00
$5,150.00
Dec. 31 Interest for six months...........................................
154.50
$5,304.50
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Here the interest is compounded, which, under the laws of some
states, is illegal. In such cases, the proper calculations, at simple in
terest, would be as follows:

Jan.
June
Dec.

1 Principal ............................................................... $5,000.00
30 Interest for six months...........................................
150.00
31 Interest for six months............................................
150.00
Balance at end of year.........................................
5,300.00

If interest were charged on the “average balances,” the figures
would be as follows:
Jan. 1 Principal ...............................................................
June 30 Deduct six payments.............................................
Add interest on balance of March 31st, viz.:
$4,700.00

Dec. 31 Deduct six payments.............................................

$5,000.00
600.00
4,400.00

141.00
$4,541.00
600.00
$3,941.00

Add interest on balance of September 30th, viz.:
$4,241.00
127.23
Balance at end of year........................................... $4,068.23
It must be remembered that, in all the examples, the differences
will rapidly increase as the length of time increases.

CHAPTER XI
Cancellations and Exchanges

11-1. It is well for the owner of any property to inform himself as
to the practice of the local courts relative to the cancelling of con
tracts. In the case of a time sale secured by mortgage, the deed to
the purchaser and the mortgages given by him to the vendor are, of
course, both recorded, and the agreement can be cancelled only by
legal proceedings or by the purchaser’s giving to the original vendor
—voluntarily or for a consideration—something in the nature of a
quit-claim deed to the property.
The case may be somewhat different in time sales under contract.
It frequently happens that such contracts are not acknowledged,
and therefore can not be placed on record; or, in case they are
acknowledged and could be recorded, the purchaser may not care
to avail himself of this right. In such instances there is nothing on
record to show that the sale has been made. It may be contended
that the contract in itself is sufficient evidence of the purchase; yet
it is true in many instances that a contract, if properly recorded, is
a stronger guarantee than a contract which has not gone through
this formality.

112.
The effect of recording varies in different states, and nothing
more can be said here beyond the suggestion that those interested
acquaint themselves with the laws prevailing in their states.
Probably the original reason for calling such contracts “leases”
was the hope that, in case of a delinquent purchaser, resort might
be had to something in the nature of a delinquent-tenant act, and
that the tenant could be evicted by the simple proceedings appli
cable to an ordinary tenant who has not paid his rent.
As a general rule, however, the courts have held that, under such
agreements, when the purchaser has made payments he has ac76
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quired an equity of redemption of which he can not be deprived
without legal proceedings similar to those required for the fore
closure of a mortgage. This condition prevails generally, despite the
many efforts of able lawyers to draw up an agreement which would
enable the owner to regain possession of his property without ex
pense or delay.
In practice this fact is frequently disregarded. In a large number
of contract sales the property sold is unimproved and the purchaser
does not take possession of it, does not fence it, nor take any other
steps to show that he has an interest in it. He may make a few pay
ments at the beginning of the contract and then tire of the trans
action. Frequently he does not attempt to exercise any rights he
may have, and, after a reasonable time, say a few months, the owner
may regard the contract as closed without taking any legal pro
ceedings. In many instances he merely notifies the purchaser that
the contract will be or has been cancelled, closes the purchase
account on his books and replaces the lot on his selling list. It is
astonishing to discover how frequently this is done and in how few
instances any trouble to the vendor arises from such action.

11-3. What Amount Remains Due?
In the process of cancelling a contract through legal proceedings,
a condition may develop which, though somewhat peculiar and not
infrequently overlooked, has a direct bearing upon the form of con
tract and the form of the account. It becomes of importance only in
instances where the purchaser places every possible obstacle in the
way of the owner who endeavors to obtain his rights, and it is
therefore necessary for him to take advantage of every point in his
favor. The point is that, time being the essence of such contracts, if
a purchaser fail to make his payments as called for by the terms of
the contract, the entire principal sum (and not merely those pay
ments which are in arrears) becomes due and payable.
In such circumstances, it is sometimes wise for the owner to enter
suit for the entire purchase price, and by so doing place upon the
purchaser the burden of proving every payment he has made—thus
adding materially to the difficulty of the defense. In some states such
a procedure would not be allowable, and the suit must be brought
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for the balance of the purchase price, the amount being verified
under oath. In any event, it is important carefully to consider the
exact terms of each contract in which the concern is interested,
whether a buying or a selling contract.
4.
11Cancellations of casual sales of real estate present no difficulty
in their treatment in the accounts if it be remembered that, in all
cases, there should be a journal entry, through the general journal
or the sales journal, exactly reversing entries made when the sale
was brought on the books. Any collections which may have been
received are credited to profit-and-loss account (or to cancellation
profits) and any expenses which may have been paid, for taxes, in
surance etc., are charged to profit-and-loss.
11-5. Method of Entering.

Both cancellations of sales and exchanges of lots, either for other
lots in the subdivision or for other property, are of frequent occur
rence, and their entry in the records leads to confusion unless proper
methods be followed. Fortunately these are simple and, whether
sales be recorded through a sales journal or from any other source,
the regular entry of the sale is in effect:
Contracts
To Lot sales
“ Unrealized profits

and the amount of the contract is charged to the account of the
purchaser in the sales ledger, to which are credited all payments
made by him, while any charges which may accrue for interest, in
surance and, perhaps, taxes are debited.
6.
11If the contract be cancelled, the original entry should be re
versed by a red-ink entry in the sales journal, using exactly the same
figures as those which record the sale. This will leave some balance
in the account, consisting of payments made by the purchaser less
items charged to him. To clear these from the account, any expenses
which have been charged should be credited to this account and
charged to the account to which they belong, i.e., taxes, expense,
etc.; while the net amount paid by the purchaser should be credited
to cancellation profits.
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The same final result would be obtained if the net balance to the
credit of the account, after making the cancellation entry, were
credited to cancellation profits, and little objection to such a course
could be made.
11-7. Consideration Paid for Cancellation.

A vendor desiring to obtain repossession may give to the pur
chaser a sum in cash in exchange for a deed or a release, as the case
may be, in order to save time, legal delays and expense. Sums so
paid may be charged direct to the contract on the sales ledger and
will reduce the amount to be credited to cancellation profits.
8.
11-

Effects Upon Profits.

If the suggestions in this chapter be adopted all changes in profits
care for themselves. If the property have been improved by the pur
chaser the value of these improvements need not be taken into the
accounts (although they should be noted on the lot register) until
the property is again sold, when they may lead to increased profits.
So far as the requirements of sound accounting are concerned, it
is immaterial whether the property was sold on contract or on mort
gage, but the regulations of the treasury department recognize dif
ferences which are discussed in chapter XIX.
It is important that the process of reversing entries be carried
throughout the records and that the lots affected be marked appro
priately on all lot records, indices and maps.
11-9. Exchanges.
The same principle applies to exchanges as that suggested for
cancellations: that is, the entries should not show merely balances,
or differences of values, but the property which is conveyed should
be entered as a regular sale, and the property acquired should be en
tered as a new acquisition. In subdivision work exchanges are often
for the purpose of substituting one lot for another, a half lot for a
whole lot, etc. In each case the same principle should be observed.
In brief, it is best to make a separate entry for each property ac
quired or re-acquired and one for each property sold. Composite
entries are to be avoided.

CHAPTER XII
Cash

121.
The proper treatment of cash is so important that a special
chapter is devoted to it. The rules are few and simple and are
among the very few rules in accountancy from which there never
should be deviation—rules which all accountants regard as essential
and fixed.

These rules may be stated as follows:—
Rule 1. A receipt should be made, preferably in duplicate, for every
penny received, no matter whence it comes.
Rule 2. All sums received should be deposited intact in the bank ac
count, no deductions being made for any purpose.
Rule 3. All disbursements (except petty-cash items) should be made
by cheque.
Rule 4. The cashbook should be reconciled with the bank statement at
the end of each month.

These rules are applied as follows:—
2.
12As to receipts. There should be receipt books, form No. 37 or
74. (Pages 169 and 250.)
These receipts should be printed in duplicate for use with carbon
paper. The original should be perforated to allow its removal, while
the duplicate should be printed on tinted paper. They should be
permanently bound, say one hundred in a book.
All receipts should be numbered consecutively, and unissued re
ceipt books should be kept in a safe place, as carefully as cash. A
record should be kept of each book issued and, in most offices, there
should be only one book in use at a time.
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Each receipt should show clearly the nature of the payment: e.g.
“On contract No. 141, payment due December 12th,” or “Payment
No. 000.” When all receipts in a book are issued, the duplicates
should be filed with care, as reference to them may be necessary
should any dispute arise in future years.
3.
12The receipts are entered from the receipt book into the cash
book, which should be a bound book of columnar form. The num
ber of columns and the headings adopted depend upon the needs
of each case. The only fixed rule is that, in addition to the special
columns, there be one for miscellaneous items and one column for
each bank in which an active account is kept.
Usually 6 to 8 columns are sufficient and those on the debit side
may bear such headings as the following:
Contracts
Interest received
Options
Miscellaneous
Bank
Form No. 16—Cashbook

If a subdivision be handled, it is convenient to have two columns
for the contract receipts: one for cash sales and the other for time
sales. The entire profit is realised on the cash sales and this may be
calculated and carried to a “realised profit” account each month,
leaving in the unrealised profits only contracts which run through
several years.
This division is suggestive merely, but all receipts should be en
tered consecutively in the cashbook, and the total collections should
be deposited daily, or at short intervals, in the bank. The amount
of each deposit should be entered in the “bank” column, the total of
which will always equal the sum of the totals of the detail columns.
No deductions from receipts should be made for any purpose.
In any event, the last column on the left side should be reserved
for the bank account and in it each deposit as it is made should
be entered.
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4.
12-

Disbursements.

The right, or disbursement, side requires few columns, as it is
impracticable to distribute to their various accounts all the disburse
ments on the cashbook. Generally all payments may be. entered in
one column and the total amount charged to voucher account or to
accounts payable.
Each item in the “contract” column should be posted to the in
dividual account of the customer in the sales ledger, and each item
in the “miscellaneous” column should be posted to the appropriate
account in the general ledger, but the items in the other columns
should be added and the totals posted to the general ledger at the
close of each month.
5.
12-

As to Disbursements.

All disbursements should be made by cheque or by voucher
cheque as the management may prefer. I am strongly in favor of a
voucher cheque, of the following form:—

__________ Association
OSHKOSH. WISCONSIN _____________________

NO

_____________ 19___

$____________
IN FULL FOR ACCOUNT SHOWN WITHIN

Oshkosh National Bank

Form No. 17—“Original” front voucher cheque

DOLLARS

Association

CASH

Form No. 17—“Duplicate” back voucher cheque
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CHAPTER XIII
Collections
13-1. Treatment.
Collections are, of course, of prime importance. Too often does
it prove more difficult to collect payments as they become due than
it was to make the original sale. Obviously, the first essential is to
have a record showing particulars of all the amounts to be collected,
and such records are usually known as ticklers, several forms of
which are given below.

13-2. Available Cash.
Almost every process of accountancy may be performed correctly
in more than one way—the great exception is the handling of cash.
The only proper plan is to deposit daily, or at short intervals, the
exact amount collected. From this rule absolutely no deviation
should be permitted in any circumstances.
The cashbook and the bank book will then always show the total
collections. However, some of the collections may be ear-marked for
special purposes, such as releases from a mortgage, payments on con
tracts hypothecated, etc. In such cases some note of such items
should be made in reports of collections and the total of such items
should be deducted from the total collections. The remainder should
be reported as “cash available for current purposes” or, briefly, as
“available cash.”

13-3. Collections by Banks.
In some offices all time-sales documents are deposited with a bank
or trust company for collection. This in no way affects the principles
to be observed but may affect the method of entering collections.
The details may be entered in a cashbook as suggested here, or the
84
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reports of collections may be permanently filed and the totals only
posted to the cashbook—a matter to be decided in each office.

13-4. Having obtained a record of all amounts payable, the next
step is to notify the debtors. For this purpose a form similar to the
following is useful:

COMPANY

Payments on the above contract are due as follows:

Instalment No.......................... Due......................................... Principal $.............................
........................................................................................................... Interest $.............................
......................................................................................................................... $..............................
........................................................................................ ................................. $..............................
.........................................................................................................................$..............................

Please remit promptly to this office, returning this notice with your cheque.
Form No. 18—Collection notice

These notices are typewritten in duplicate on papers of two
colors. The white copy is mailed a few days before the due date,
and if the payment be not made the colored copy is stamped
“second notice” and sent out about ten days after the due date.
These notices can be folded in half and mailed in a “window
envelope.”

13-5. The Bound Book Tickler.

In a small subdivision an ordinary diary may be used, having a
page for each day in the year. At the beginning of a new year cash
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payments falling due may be entered under the due date, and ex
tensions of the time of payment can be entered in the same way.
This simple form is well adapted to the sales department tickler
on which to enter delayed sales. (See par. 25-7.)
6.
13In subdivisions of greater size a more elaborate form is re
quired, such as form No. 19. Two of the principal advantages of
this form are its compactness and the fact that the addition of all
columns for a month gives the total nominal collections, with which
to compare the collections actually made.
COLLECTION TICKLER

Bal.
Name
Date Fwd. Feb. Mch. Apl. May June July Aug. Sep.
Adams, H. T.................. 28 20.31 15. 15. 15.
343 Main st.
67 Ackerman, A.................. 15
18.
18.
18.
54 First st.
112 Abernethy, W.................. 10 18.00 20.
20.
403 Forest st.
(A page may be devoted to each letter of the alphabet.)

No.
57

Form No. 19—Columnar collection tickler

7.
13-

Collection Ticklers.

As soon as a time sale is entered on the records the amounts fall
ing due in the coming year are also entered in the tickler. A folio
usually covers one year or more.
Prior to the end of each month the items about to fall due are
checked against the sales ledger, in order to eliminate all cancella
tions and to detect any charges which may have been made since
the original entry. The column for the month is then added and the
total is carried to a summary page at the back of the book. The
total on this summary page gives the total payments falling due in
any month.
13-8. Loose-leaf Ticklers.

Two types of loose-leaf ticklers are shown below, forms Nos.
20 and 21. The former was designed for clients having payments
falling due quarterly, semi-annually or annually and was printed
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on sheets 5" x 8" to fit a loose-leaf binder, with an index tabbed
with the months of the year.
Where interest is payable in addition to the principal, both
amounts are shown on the face of the form.
The form should be written in quadruplicate, triplicate or dupli
cate, depending upon the number of payments falling due in a
year. One copy is placed in the binder under each month in which
a payment will be due, arranging all the sheets for each month in
the order of date, so that the sheets for any one day will be together.
Prior to the close of each month the sheets for the following
month should be checked against the sales sub-ledger to remove any
cancellations and to note any changes which may have occurred.
From these corrected sheets collection notices are sent out and,
when a payment is received, a check mark is put on the sheet against
the current year and the sheet remains in the binder ready for the
following year.
Should an extension of time be granted on any payment, a slip
giving the particulars should be made and placed in the binder
under the date on which the delayed payments would fall due.
This form is economical so far as writing is concerned, but it
does not show the total amount falling due in any period.
NAME

No.

ADDRESS

Amount of
each note $
Lot
Block

Month

April
1926
1927
1928
1929
1930

1931
1932
Form No. 20—Loose-leaf tickler

October
1926
1927
1928
1929
1930

1931
1932

Day 22
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13-9. Loose-leaf tickler, form No. 21, was designed for a concern
selling lots to widely scattered customers and through many sales
men. One slip is made for each note falling due; all are filed in
order of date and form the basis upon which notices are sent out.
When a note is paid the slip is removed from the binder. If a note
be renewed a notation is made and the slip is placed under the
new date.
This form is also used for commissions becoming payable as col
lections are made, and from it the several salesmen are credited.
The method involves a good deal of writing where there are
many notes covering one sale, but it is simple and satisfactory.

................. Pear & Apple Co.,....... ............................
Date journalized
Bills Receivable Record
........................1935
Payments
Amount Date 1935

Maker .......................................................
Street address ...........................................
Post office .................................................
Date.......................... 1935 Amount $............
When due.................1935
When payable ...........................................
Interest from......................... 1935 Rate......... %
Endorsed by .............................................
Commission .............................................
Sent for collection to...........................................
Form No. 21—Loose-leaf tickler (alternative)

1310.
Still another-method is shown in form No. 11 (page 58),
which dispenses with the necessity of writing up a tickler but does
not form so accurate and permanent a record.
11.
13-

Prompt Collections.

In many cases, the management is dependent upon collections
for the funds with which to carry out improvements which have
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been begun. In every case the prompt collection of payments due
is a matter of the first importance.
In some offices a small army is employed in this work; in others
a few clerks under intelligent direction achieve equally good re
sults. It has been found that the use of visible ledgers, with a com
plete set of colored signals, obviates the preparation of many lists.
If such a ledger be compared monthly with the notes held out for
payment a double and valuable check is readily obtained.

CHAPTER XIV
Classification of Accounts

1.
14It is always difficult to prepare a list of required accounts for
any class of business. On the one hand, few concerns will require
all the accounts which appear in any such list; on the other hand,
many concerns encounter conditions peculiar to themselves, which
call for special accounts. However, the following list includes the
accounts most frequently found, and I believe that it covers the
general requirements.
The accounts consist of two classes: first, the operating accounts
which are closed to the profit-and-loss account periodically, and,
second, the general ledger accounts consisting of those which, in
some form, appear on the balance-sheet or its supporting schedules.

14-2.

Operating Accounts.

EXPENSES (DR.)

EARNINGS (cr.)

Advances to salesmen
Advertising
Automobile expenses
Charity
Commissions earned
Commissions paid
Directors’ meetings
Expenses—general
Expenses—legal
Insurance, fire, etc.
Interest payable
14-3.

Interest receivable
Life insurance
Postage
Repairs
Salaries, officers’
Salaries, office
Stationery & printing
Taxes
Transportation
Travel

Cancellation profits
Commissions earned
Interest received
Profits
Profits realized
Profits unrealized
Rents

General Ledger Accounts.

Accounts payable
Accounts receivable

Automobiles
Buildings
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General Ledger Accounts (continued)

Capital stock
Cash on hand
Commissions—contingent
payable
Construction
Contracts, payable
receivable
Development expenses
Dividends unpaid
Expenses of subdivisions
Improvements
Interest, overdue payable
”
”
receivable
Judgments
Lands (including subdivisions)
Mortgages payable
Mortgages receivable
Mortgage deficiency account
Mortgages in settlement

Mortgage expenses
Mortgage insurance
Mortgage taxes
Notes payable
Notes receivable
Office furniture & fixtures
Options granted
”
held
Petty cash
Prepaid expenses
Profit-and-loss account
Reserve for depreciation
”
” development
Suspense
Surplus
Treasury stock
Undivided profits
Unrealized profits

4.
14The nature of each expense account is indicated by its name.
A few accounts calling for special treatment will be discussed in
other chapters, while the general ledger accounts will be discussed
in chapters XXIII and XXIV, on the balance-sheet.
It will be noticed that the expenses may be divided into two prin
cipal classes,
1. Sales expense
2. Maintenance expenses.
General expense and overhead expenses may be included in one
or the other of these.
5.
14-

Taxes.

One item always present is current taxes on improved property.
It may be carried among the maintenance expenses, but it should
be remembered that the individual account of each property should
show what taxes have been paid. Taxes for assessments, improve
ments, etc., “assessed against local benefits of a kind tending to in
crease the value of the property assessed”, should, of course, be capi
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talized and are not deductible expenses in the eyes of the treasury
department.

14-6. In accounts which include sub-divisions, there is usually a
large number of expense accounts, which may be classified as:

Selling expenses
Maintenance expenses
General expenses and, sometimes,
Overhead expenses

The first of these includes the following:
1.
2.
3.
4.
5.
6.

Advertising
Commissions
Salaries
Transportation
Office expenses
Overhead

14-7. In the case of large concerns, each of these may be sub
divided as often as the management may wish, in some such form
as the following:
Advertising

Commissions
Salaries

Transportation

Circulars
Radio
Signboards
Salaries
Newspapers
Magazines
These are dealt with in chapter XV
The salaries paid to advertising managers and their
staffs

Motor busses
Motor cars
Each of these may be further subdivided to
show the cost of gasoline and oils
Repairs and tires
Storage
Rentals
Miscellaneous

CLASSIFICATION OF ACCOUNTS

93

Again, if busses be run to various destinations it
may be desired to show separately the expenses
incurred on each route

Overhead

An arbitrary portion of the general expenses of the
concern.

Any such classification is too voluminous to appear on the gen
eral books. The general ledger may show all such expenses under
one head, or it may show divisions such as the six mentioned above,
but all further details should be ascertained from expense-analysis
books.
14-8. Maintenance Expenses.
Maintenance expenses vary so greatly that no definite list can be
given. They include not only the maintenance of buildings but
sometimes also the upkeep of streets, the clearing of vacant lots, the
care of trees, shrubberies and flowers and other items, any or all of
which are current expenses of operating.

14-9. Deferred Expenses.

Deferred charges are amounts which have been brought into the
accounts, but for which full benefit was not received at a specific
time. The term is elastic, and the selection of items which may be
included in any case must be left largely to the good judgment of
those concerned; but the provision in the treasury regulations 77
Art. 341, which requires that all expenses be deducted in the year
in which they are paid, incurred or accrued, as the case may be,
must not be overlooked. While it is provided that the commissioner
may modify this ruling in certain circumstances, it is wise not to
ask for or to rely on modification of rulings.
Salaries and commissions often are paid in advance. This subject
is considered in chapter XV, but it should be noted here that salaries
may be a proper charge to deferred expenses. Rents and taxes also
may belong in this class. One of the most important items is ad
vertising or publicity; large sums may be spent in newspaper or
radio or indeed any form of advertising, the benefits of which will
not accrue in the immediate future.

CHAPTER XV
Commissions
1.
15In casual sales of real estate or even in the sale of tracts the
treatment of commissions seldom presents difficulty. Payments may
be deferred until collections are made, but such cases require only
the entry of the transactions on the books and the setting up of a
contingent commissions payable account.

2.
15-

On Subdivision Sales.

However, the treatment of commissions by companies engaged in
selling subdivision lots often presents, perhaps, more difficulties than
does any other portion of the accounts. Although these difficulties
are chiefly mechanical and are due to the volume of detail rather
than to questions of theory, they demand careful consideration, for,
while the sale of a lot is a transaction between two parties only,
there may be a number of persons who share in the commissions.
This difficulty is increased by the fact that most sales in subdivisions
are time sales, the commissions on which do not become payable
until certain collections have been made. The records should be so
kept that accounts with individual salesmen may be prepared and
verified.

15-3. Organization of the Sales Department.

When organizing a sales department, special care should be taken
with regard to the method of calculating and of paying commis
sions. The original plan should be continued throughout the opera
tions; otherwise much confusion is sure to arise. There are three
important points to be c onsidered;
1. Selection of those who are to receive commissions.
2. Commissions which each class of employees is to receive.
3. Time when payments become due.
94
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4.
15I have known cases where commissions were divided among
the following:

Bus captain
Sales manager
Closer
Assistant sales manager
Publicity or advertising manager
Division manager
Treasurer
Crew manager
Salesman with a car
Solicitor
Salesman without a car
Lecturer
“Bird dogs” (Scouts who bring potential buyers to the attention of
salesmen.)

Conditions may vary in manner such as the following:
In small offices commissions are usually paid only to the sales
men, but in larger organizations they are also paid to many officers
and other employees, as indicated above.
The first payment is often consumed by commissions on pay
ments not yet received, but in “boom” times the mere request of a
salesman is not sufficient to justify such advances.
Commissions may be current, some deferred or some contingent.
A number of salesmen may be interested in any one sale, the
amount payable to each may differ from all the others, (ranging
from, say, ½% to 15%), and the terms of payment may vary.
The amounts paid for commissions may range from 10% of the
sales price, in the case of a well established suburban development,
to 35% or even higher in other cases.
15-5. The Treatment of Commissions.
As a rule, commissions are payable as collections are made, in
some cases all the early collections being applied to the payment of
commissions, while in others a portion—e.g. 50% of the first collec
tions—is paid. In all such cases the payment of commission depends
upon payment by the purchaser.
In some instances commissions are payable only as collections are
made, e.g., 10% of each payment throughout the contract; and
occasionally commissions are not payable until the final collections
are received by the vendor.
Still another complication may arise when contracts or mortgages
are placed with a bank or trustee for collection. Then the concern
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collects from the customer only the first payment, and commissions
remaining unpaid are met by or through the trustee.
If sales be few, if only one or two salesmen be interested and if
commissions be paid quickly, it may be sufficient to charge the un
paid commission to commission account and to credit the several
salesmen; but such cases are rare, and, even if only four or five per
sons are interested in commissions, a more detailed method must
be employed.

15-6. Advances.

It is a not uncommon practice to make advances to salesmen,
sometimes in uniform periodic payments, such as $50 a week, and
sometimes by varying amounts paid at irregular intervals, all such
advances being chargeable against commissions earned by the re
spective recipients. All such advance accounts should be discouraged
and kept at a minimum.
15-7. Accounts Affected.
From what has been said it will be seen that always two and
sometimes three accounts are affected:

1. Commissions account, to which are charged all commissions on all
sales. This is an operating expense account, which is periodically
closed out to the profit-and-loss account.
The method and time for deducting commissions for income-tax
purposes is discussed in chapter XIX.
2. Contingent commissions account, which is credited through the sales
journal with commissions on all sales and is charged through the
commissions record with the commissions as they become payable
and are earned. These in turn are credited to advances or to the
salesmen individually. The balance of the account is a liability con
tingent upon collections on the sales shown as assets on the balancesheet.
3. “Advances” account, to which are charged through the cashbook all
payments made to salesmen.
15-8. Entering Commissions on the Books.
The method of bringing earned commissions on the books is
dealt with below, but whether the transaction be a cash sale or a
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time sale, it is recommended that all the commissions be treated
alike and be passed through the contingent commission account, for
the sake of uniformity.
Likewise, when advances are made to salesmen, I have found
that the simplest and clearest plan is to charge to “advances” ac
count all sums paid for or on account of commissions, be they in
advance or commission on cash or on time sales. If this be done,
the difference between the “advances” account and the contingent
commissions account shows the amount of commissions remaining
unearned and, therefore, contingent.
If no advances be made, all payments to salesmen are charged
direct from the cashbook to the contingent commissions account.
Whether the commissions be shown on the sales journal (par.
7-7) or through the general journal, the entry to be made is of the
form:
Commissions
$...................
To Contingent commissions
$...................
The advances are always charged direct from the cashbook.

15-9. Individual Accounts with Salesmen.
In addition to the accounts in the general ledger, it is necessary
to maintain an account with each person who shares in the com
missions. This requires a large amount of detail in salesmen’s ac
counts. There are two basic methods of keeping these accounts,
namely:

1. Under the names of the salesmen.
2. Under the name, or number, of the sale.

Both systems are subject to variations, but in all cases they should
enable the bookkeeper to prepare periodic statements for each sales
man. The selection of the method depends upon the personal pref
erence of the accountant and on the volume of business.
Where the number of salesmen is small, say six or eight, I prefer
method No. 1, which obviates the necessity of keeping a salesmen’s
ledger, and is as follows:
15-10. The commission register under salesmen’s names is kept in
a ring binder, taking sheets 11 inches or 14 inches long, and is headed
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as shown below. The names of the months vary, but they commence
with the month in which is made the first sale entered on any
given page—in the example this is January.
Inserted after this page is a short leaf (indicated by the heavy
line) for each person sharing in any commissions.
Every sale is entered in numerical order from the sales journal,
as indicated, and the total amount of commissions is shown under
“total commissions”, the sum of which must equal the total of the
commissions account and the sales journal (see par. 7-7). The
amount due to each salesman is entered on his page.
Total

William Baker
JANUARY
142 Timson........ $ 100.00
143 Adamson... 320.00

149 Cuppedge...
150 Marz............

75.00
60.00

151 Hoover........
151 Miller..........

40.00
150.00

153 Lamb...........
154 Walker........

80.00

170 Bright ....
171 Fisk..............

55.00
30.00

Total for Jan.. $1,480.00

Form No. 22—Commission record

15-11. 1. Let us suppose that our record commences with January.
At the end of January, all sales made in that month will be written
in with a typewriter, showing sale number, name and total com
mission, and the word “January” is written at the head of the list.
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2. The commissions will be added and the total must agree with
the amount charged in January to “contingent commissions”, prov
ing that all commissions are entered in the commission register.
3. If William Baker is the first name in the list of salesmen when
arranged alphabetically, his name is typed as shown.
4. Each of the columns is headed with the name of a month,
as in the example.
5. Loose leaves are cut to the size indicated by the heavy black
line, and one such sheet is devoted to each salesman and to each
manager, his name being typed at the head of his page in place of
William Baker.
6. Each commission shown in column 1 is then entered on the
sheet of the salesman to whom it is to be credited. In the example,
four are credited, in whole or in part, to William Baker.
In sales No. 152 and No. 171, the commission is split, Baker being
credited with a portion and the remainder divided among other sales
men, which is entered on their short sheets, similar to that for Baker.
7. It is assumed in the example that salesmen are to be paid their
commissions as collections are made, and that all collections are so
credited until the entire commission is paid.
8. At the close of each month one takes the sales sub-ledger,
showing the individual accounts with purchasers, and from it enters
in this register the total payments made on each sale upon which
commissions have not been fully paid, until the entire commission
is credited, e.g., sale No. 143 yields $10 in February, March, April
and May. In the last month it is fully paid and a heavy horizontal
line is drawn. These entries are made on the page of the salesman
who is credited with the commission; e.g., Baker’s sheet shows all
receipts on sales No. 143 and No. 151 and his share of the receipts on
sales No. 152 and No. 171.
9. Each column headed “January” is added and the totals are
carried to a summary sheet, the total of which will show the total
commissions earned in January.
10. At the close of February and each succeeding month similar
entries are made.
11. Each sale must be examined each month until the commis
sion is fully earned. It is inconvenient to place a
in the monthly
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column. If no payment be made in any month, when the commis
sion is completed, a heavy line may be drawn, as indicated, and a
placed against the first column, (as in No. 154) showing that no
more commission is to be entered.
15-12. 12. At the close of each month a statement is rendered to
each salesman, showing the commissions earned in that month on
all his sales which are still open and also the contingent commis
sions credited to him in that month, as follows:
STATEMENT OF COMMISSIONS
of
WILLIAM BAKER
FOR MAY

151
152

186
190
191

Contingent Earned
$10
No. 143 Adamson (Jan. sales).........................................
Hoover..............................................................................
5
10
Miller ................................................................................
Feb..................................................................................
March ..........................................................................
April ............................................................................
10
Brenner (May sales).........................................
$20
40
Hall ...................................................................
80
60
Milner .................................................................
60
$160
$250

Balance brt. fwd. (i.e.) advances in excess of earned
commissions ..............................................................
Advances in May...............................................................
Earned in May...................................................................

$200
250
$450
250

Balance forward .......................................................... Dr.

200

Totals to date

Advances Contingent Earned

$1,100
250
$1,350
Contingent in excess of earned.......................................
Advances in excess of earned............................................
Contingent in excess of advances...................................
Brought forward ................................................
Add May ...........................................................
Carried forward to June...................................

Form No. 23—Commissions—monthly statement

$1,600
$900
160
250
$1,760 $1,150
$610
200
410
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If the salesmen’s monthly statements be carried to a summary
sheet, the total contingent commissions and the advances should
agree with the totals of these accounts in the general ledger.
The advantages of preparing these monthly statements are ob
vious—not only do they show the salesmen each month the condi
tions of their accounts, but they bring out clearly the relations
between the contingent commissions, the advances and the earned
commissions.
In some offices it is the practice to credit each month the advances
account on the ledger with the commissions earned, the balance
being an asset or a liability, as the case may be, but I prefer not to
make such entries until the books are closed. To do so prevents
checking the totals of these accounts, as shown on the salesmen’s
accounts, directly against the trial balance. The difference can be
shown on the monthly statement of operations where such a deduc
tion can be made clearly.
15-13. Commission Ledger.

There is on the market a commission ledger of the following
form (No. 24), which may sometimes be used advantageously, es
pecially where each contingent commission becomes earned at one
time. Unfortunately it often happens that the conversion of a con
tingent commission to an earned commission may require several
months. In that case this form can be used if, say, five or ten lines
be devoted to each sale.
COMMISSION STATEMENT

Name

Date.

Address ...................................................

Telephone...............

Folio

CONTINGENT

COMMISSIONS
and
COMMISSIONS
PAYABLE
Date | Desc’pt’n. | Cheque No.| Charges| Credits| Bal.| Charges| Credits| Bal.
Form No. 24—Commission record (by salesmen)
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15-14. System Based on Each Sale.
There are two distinct means of following the system based on
each sale. Either of them may be used:
(a) By keeping a card, or preferably, a loose-leaf ledger containing a
sheet for each sale.
(b) By maintaining a commission account on the customers’ account
in the sales ledger.
If the whole of each commission be payable to one person, or
even to two, the latter plan may be used, but if there be many
participants the former is preferable. In either case it is usually
necessary to keep an account with each salesman.
........................................... COMPANY
SALE NO. 143

LOT 141 SECTION F

AMOUNT OF SALE $1,600.

DATE OF SALE 1 JAN. 1931
BUYER NO. 143 ADAMSON

TOTAL COMMISSION $320.

Commissions payable
Name

Salesman Baker
Salesman Johns
Salesman
Sales Mgr.
Asst. do.
Solicitor
Closer
Treasurer
Crew Mgr.
Etc.

Total

%

Total
Com.

Jan. 1 Feb. 6 Mar. 3 Apr. 4 Date

Amt.

Jan.
Feb.
Mar.
April

1 $160.
6
40.
3
40.
4
40.

5
5

80.
80.

40.
40.

10.
10.

10.
10.

10.
10.

5

80.

40.

10.

10.

10.

16.

8.
16.

1.

1.

4.
1.

4.
1.

4.
1.

3.

3.

3.

$ 40.

$ 40.

$ 40.

1
2 ½ 1½

32.
8.

Payments
received

24.

4.
12.

20 $320.

$160.

Balance of
current
comms.

$160.
110.
80.
40.

Form No. 25—Commission record (by lots)

15-15. In this example appears the same sale (No. 143) as in the
former example, the division of the entire commission being shown.
At the end of April, a total of $40 remains unpaid.
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A salesman’s ledger in a form such as the following is also main
tained:
Sheet
No.................................................... Name...........................................
Credit
Credit
rating................. limit...................... Address.........................................
Contingent commissions
Commissions payable
Date | Folio | Charges | Credits | Balance | Date | Folio | Charges | Credits | Balance
Form No. 26—Commission ledger

A sheet is devoted to each person sharing in the commission.
In the left-hand columns are entered, from the total commission
column and commission register, each commission earned by the
salesman, and as entries are made in the columns headed “commis
sions payable” corresponding entries are made on the right-hand
side of the salesman’s sheet to the credit of commissions payable.
As cash is paid to the salesman the amount is posted to the debit
of commissions payable.
Therefore, the difference between the total of contingent commis
sions and commissions payable shows the amount unearned, and
the difference between the debit and credit columns of commissions
payable shows the cash payable to the salesman.
16.
15Another method of recording sales is shown on the follow
ing form, which is convenient when there is little splitting of com
missions.

Particulars of notes
Date
Date
No. due Amount paid
1
2

Date Dr.

Date of contract.........
Contract No.
Total
consideration $.......Purchaser...................
First payment $.......
Agent...........
Commission %—$
Lot. ..Block
Sub-agent
Tract
in
Commission %=$.......

COMMISSIONS
Date Dr. Cr. Balance Date Paid to Dr. Cr.
Form No. 27—Commission—contract ledger
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When using this form it is necessary to keep salesmen’s ledger
sheets in order to show the entire amount of any individual sales
man’s commission.
77.
75-

Cancelled Commissions.

When sales are cancelled and contingent commissions are also
wiped out, entries may be made in red ink and posted from the
sales journal to the respective ledger accounts and to the other
records; and no confusion should arise.
When the transactions affecting commissions are numerous, it
becomes necessary to keep ledger accounts showing the condition
of each such account. Form No. 27 may be used for this purpose.

18.
15-

Over-riding Commissions.

The commissions paid to the sales manager and to all the other
officers—except salesmen—such as are indicated in par. 15-4, are
frequently referred to as “over-riding” commissions. Record of them
may be kept in the manner indicated in par. 15-10 or par. 15-14, as
may be preferred. The original record of these usually appears in
the sales journal, from which the items are posted to the account
of the officer who is to be credited.

75-79. Contingent Commissions. (Sometimes called deferred com
missions.)

All commissions which are not payable until customers have made
stipulated payments are contingent commissions, for they are not
direct liabilities until those payments are made. In view of this
fact, it is not necessary to show them among the direct liabilities on
a balance-sheet, but they may quite properly be shown as a deduc
tion from the unpaid balances of the contracts or other sales through
which they arise.
75-20. For rules regarding commission see par. 25-17 et seq.

CHAPTER XVI
Depreciation
16-1. It is general, perhaps a universal, practice for real-estate con
cerns to make some allowance for the depreciation of improved
properties. Volumes have been written on the subject and widely
divergent opinions are held regarding it; but this is not the place
in which to discuss them. For our present purpose, we may take a
definition by R. H. Montgomery, as follows: “In an accounting
sense, an allowance for depreciation is an allocation of the entire
cost of depreciable assets to the operating expenses over a series of
fiscal periods.” This means that in the case of any depreciable asset,
the cost of which is known—or ascertainable in some way—an es
timate is made as to the number of years that asset will last, the
cost is divided by that number and the resulting quotient is charged
annually as an expense. There may be variations of method, but
this is the general scheme and, as land is not subject to wear and
tear, depreciation can not affect it but applies only to the improve
ments which have been made on it.
16-2. Division of the Cost of Real Estate.

This fact is the cause of the first rule on this subject, namely that
the real-estate records must always divide the values of real estate
into at least two parts:
1. Land
2. Improvements

Frequently the value of the improvements should be divided into
values of buildings and equipment.
These principles are now so generally recognized that it is not
necessary to dwell upon them. Owners know that depreciation
should be determined and provided for if they are to obtain an
accurate statement of the results of their operations; many have
learned by experience how important a part it plays in the adjust105
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ment of losses by fire; and all have learned something of the re
quirements of the treasury department in income and estate taxes.
16-3. It is impossible to establish any scale of rates at which de
preciation should be charged. Quality of labor and materials and
the care which has been taken of the property have their effect,
while climate causes wide variations, as wood and metal will last
far longer in a dry, cool climate than they will in a warm, moist
one. It is true that the probable life of buildings, assumed when de
termining rates of depreciation, has been greatly underestimated.
One has only to look in any direction to see brick buildings far older
than their estimated life of, say, 50 years, and frame buildings
which are still sound after more than 25 years of life. As a result
of this the rates generally used would, eventually, lead to a reserve
for depreciation equal to the original cost and, as the buildings re
main serviceable, there would be established later something akin
to a hidden reserve, for the buildings would be there and the books
would show that they had cost nothing.

4.
16-

Obsolescence.

In the larger cities it is common to see a perfectly sound building
torn down to make way for a modern structure. This is not due to
depreciation, but to obsolescence, which is an entirely different mat
ter; and the two must not be confused.

165.

Methods of Calculating Depreciation.

The charge for depreciation is usually determined by one of the
following methods:

1. By dividing the cost of the building by the number of years that
building is expected to last and by writing off annually an amount
equal to the quotient obtained; or by writing off periodically some
fixed sum determined after considering all the facts of the case.
2. By writing off periodically a fixed percentage of the original cost.
3. By writing off periodically a fixed percentage of the diminishing
value.
4. By adding to the cost annual interest, and writing off annually a
sum which will reduce the value to zero or to the junk value. (This
is known as the annuity plan.)
5. By appraisal of the property.
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The second method is the one most generally adopted. The
treasury department has issued suggested rates, based on the ex
perience gained through the establishment of the income tax, but
these are subject to change and the department has recognized that
the rates heretofore generally charged—and allowed—were too high
and has lately issued instructions that all depreciation charges are
to be closely examined.

6.
16-

Reserve for Depreciation.

Whatever the amount of depreciation may be, it should not be
credited to the property account, but to such an account as “reserve
for depreciation.” The property accounts should show the actual
cost of the properties. This may no longer represent the value, or
the replacement value, or the selling value, or any other “value”
especially in times of fluctuating currency values, but it is the only
figure which does not change, and it is the only means of main
taining historical accuracy in the accounts. If this basic figure be
changed on account of appraisal, or of changing market prices, it
loses all meaning; if it be maintained it can always be modified in
balance-sheets and other statements, provided, of course, that the
modifications are clearly explained.

16-7. Depreciation Statements.

The demands for full information which are made by the treasury
department have led to the general use of a statement prepared on
the following lines and usually on columnar paper:
Column 1 Description of the property
2 Date of acquisition
3 Cost
4 Additions in prior years
5 .
”
in the current year
6 Deductions in the current year
7 Expected life, expressed in years
8 Annual rate of depreciation
9 Amount of depreciation charged in former years
10
”
”
”
in current year
11 Total amount of depreciation
12 Depreciated value of property at close of current year
Form No. 28—Depreciation statement
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Appreciation.

While all buildings and other improvements are subject to de
preciation, it is otherwise with the land on which they stand. In
normal times, well situated land, whether urban, suburban or agri
cultural, is apt to increase in value, that is, in the price which it
would bring on the market, and some owners have felt that such
increase, or appreciation, in value offsets any depreciation which
may have occurred in the improvements; but such an argument is
fallacious. If a building be destroyed by fire and if reasonable de
preciation has not been brought into the account, a heavy loss will
be shown on the ledger, however much the value of the land may
have increased.
9.
16-

Where to Credit Reserve for Depreciation.

The best practice today among the leading accountants in the
country is to have the land accounts—by whatever name they may
be called—show the cost of the property and to place the deprecia
tion in a credit account such as reserve for depreciation. When a
balance-sheet is prepared, the real estate should be shown at its cost
and depreciation should be deducted, the remainder being carried
as depreciated value.
10.
16-

Depreciation of Leasehold Property.

Where land is held under a lease, the conditions are different,
for, at the end of the lease, such improvements as are now con
sidered revert to the lessor. Consequently, the remaining life of the
lease, not that of the improvements, is the measure by which de
preciation is determined. The cost of such improvements divided
by the number of years which the lease has to run will be the
amount of the annual charge for depreciation.
11.
16-

Depreciation of Equipment.

In most real-estate concerns—unless engaged in development or
maintenance—the equipment involved is of comparatively small
value and consists chiefly of office furniture and fixtures, with, per
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haps, motor cars. A generally accepted plan has been to charge off
10% annually on the former and 25% annually on the latter; but
in future owners may be required to furnish a statement as to the
present condition and probable life of each depreciable asset at the
close of the tax year.

CHAPTER XVII
Insurance

17-1. Various Forms of Insurance.
The real-estate owner of today may be interested in many forms
of insurance and may have occasion to carry all of the following:

1.
1-a.
1-b.
1-c.
2.

3.
4.
5.
6.

Fire insurance on buildings under construction (builder’s risks)
Completed buildings
Equipment
Various improvements
Liability insurance on motor cars, elevators and improvements of
all kinds in progress and on employees
Theft insurance on motor cars
Life insurance (a) on officers of the company
(b) on the lives of purchasers
Tide insurance on tides to properties
Land-value insurance on the future value of lands owned

2.
17It is not necessary to dwell on items Nos. 1, 2, and 3, beyond
warning owners that they should make themselves fully conversant
with the requirements of each case and see that they have obtained
in fact the protection which they wish. They should ascertain what
co-insurance clauses apply to each case, and whether or not such
items as foundations, out-buildings, etc., are or are not covered by
the policies. A record of all outstanding policies should be main
tained.
17-3. Insurance on the Lives of Officers is becoming more general
each year and, when carried, should have an account devoted to it,
in which all premiums paid are shown. Some concerns charge such
premiums direct to the profit-and-loss account, while others carry
110
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all of them as an asset on the balance-sheet. The best course lies be
tween these two extremes: all premiums should be charged to a
life-insurance account, which, at the close of the fiscal period, is
credited with the cash-surrender value of the outstanding policies,
and the balance remaining is charged to the profit-and-loss account.
The cash surrender value is shown among the assets in the balancesheet, for it may be converted into cash at any time or may form
security for loans.
If the entire amount of the premiums paid be carried to the
balance-sheet, there should be an explanatory entry on the statement,
in a foot-note, or in the comments, giving the cash-surrender value.
Otherwise the balance-sheet will contain a misleading and incorrect
amount among the assets.
4.
17-

Insurance on the Lives of Purchasers.

It is not uncommon practice for the purchaser of a large tract to
insure his life in favor of the vendor, but such transactions are
simple and require no explanation.
Of late years, there has been a growing feeling in favor of insur
ing, in some way, the lives of the purchasers of lots in subdivisions
and, particularly, the lives of purchasers of cemetery lots.
175.

Insurance on the Lives of Lot Purchasers.

As in all forms of insurance, the security desired may be obtained
by any one of three methods:

1. By obtaining insurance from an insurance company.
2. By setting aside certain amounts periodically to form a sinking fund
of sufficient size to meet the probable demands which will be made
upon it on account of deaths of the purchasers.
3. By trusting to luck and agreeing to give title to lots in cases where
purchasers die before their payments are completed.
17-6.

A few years ago it was possible to obtain a form of group in
surance on the lives of lot purchasers for the terms of their respec
tive contracts, but it was found that these contracts were in force
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for so short a time that the business was not profitable to the in
surance companies and it was abandoned. I know of no company
which will furnish such insurance today.
177.

Straight-life Policies.

However, inexpensive straight-life insurance may be obtained
from the old, well established, mutual companies, and the follow
ing figures may be accepted as indicating very closely what may be
done.
Let us take the example of a healthy person, 35 years of age who
undertakes to buy a lot for $500 under a contract extending over
three years.
If such a life be insured for $500, the premiums—less the divi
dends accruing—for the three years probably will amount to about
$34.25. At the end of that time the policy will have a cash-sur
render value of about $22.61, so that, if the policy be surrendered
by the subdivision company at the end of three years, the net cost
to that company will have been $11.64 (that is $34.25 less $22.61),
or $3.88 a year, or about three-quarters of one per cent. per annum.
If the insured purchaser die at any time within the three years,
the company will receive—in addition to the payments made by
him on account—the full amount of the insurance, $500, thus reap
ing an additional profit above that produced by the sale itself.
If an insured purchaser complete his contract, the company may
surrender the policy and receive therefor $22.61, or it may sell it to
the purchaser for this amount if he desire to continue it. In the
latter event he obtains, at the age of 38, insurance on which the
premiums are based on the age of 35—a material reduction to him.
The results shown here are illustrative, but similar results are
obtained with varying terms and varying ages. For example, if the
assured were 35 years of age and the contract ran for five years, the
premium paid, less dividends would be about $55.07 and the cash
surrender value would be about $36.94, leaving net expenditures for
the five years of about $18.13, or $3.65 a year, or about three-quarters
of one per cent. per annum. If the assured were 45 years of age and
the contract ran for three years, the net premiums would be about
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$49.88 and the cash-surrender value about $16.84 or $5.61 a year or
slightly over 1% a year.
While no insurance company guarantees the amount of dividends
which it will pay, the figures used here are based on what have been
paid in recent years and may be expected in years next to come.
It is understood that such insurance is written only after a medi
cal examination; clauses in the sales contracts relating to the insur
ance should state specifically that they are subject to the insurability
of the purchaser. The expense of all such examinations is borne by
the insurance company. In all such policies the real-estate company
should be named as the beneficiary and should retain possession of
the policies.
The scope of this insurance may be extended by an undertaking
on the part of the company to refund to the estate of the deceased
purchaser the total amount which he shall have paid. Under such
conditions, the concern collects the insurance, thus ensuring the
receipt of its full profit on the sale, while the return of instalments
made will be sufficient, in most cases, to defray the cost of the
funeral—thus accomplishing a two-fold purpose of ensuring the
real-estate company against loss and providing funeral insurance for
the purchaser.
8.
17-

Sinking Fund.

The various tables of life expectancies show that about 2.7% of
living people aged 35 years will die in the succeeding three years,
but in the case of lot purchasers the percentage is far smaller than
this. I know of no data available to determine this percentage ex
actly, but such experience as I have had with many thousands of
instalment sales, as well as the experience of others, indicates that
1½ per cent. is a liberal allowance.
If this be accepted, it means that, on a contract such as is de
scribed above, if the company set aside 1½% a year, that is $7.50 a
year for three years, or $22.50 in all, and invested this, the amount
of the fund so created would be insufficient to satisfy the unpaid
balances of all contracts made by purchasers who died before ex
piration of the three-year term.
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9.
17-

Under the third method all that is necessary is to insert in the
contract of sale a clause providing that if the purchaser die during
the term of the contract and if all instalments have been paid to
date, the concern will convey title to the estate of the deceased with
out further payment.
Such agreements do not provide for any medical examination and,
therefore, apply equally to all purchasers.
Obviously this method relieves the concern of the necessity of
paying any premiums or creating any trust fund. In the entire
transaction the only thing which the company loses is the actual
cost to it of the lot which is conveyed, which is usually a small frac
tion of the sale price and is covered by the first payment made by
the purchaser.
While no statistics are available to indicate the average cost of
such insurance, concerns which have adopted this plan confirm my
own experience that the percentage of deaths among purchasers is
so small that the cost to the concern is almost negligible, especially
in the case of cheap lots.
However, it must be remembered that the conveyance of a lot
while it is only partly paid for involves the cancellation of profits
which have been entered in some form on the books and, therefore,
will reduce the profits shown on the profit-and-loss statement.
17-10. Whatever plan may be adopted, it must always be remem
bered that this form of insurance is carried for two specific reasons,
namely:

1. To assist the salesmen to make more sales.
2. To assist the administration in making more collections.

Probably the first of these reasons is strengthened if the salesmen
can assure prospective purchasers that policies will be taken in some
well-known company with a world-wide reputation. Such a state
ment will have more weight than a mere promise to convey prop
erty. In addition a policy of this sort gives the purchaser an oppor
tunity to obtain extremely inexpensive life insurance or, under the
extended plan, provides him with some funeral insurance.
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Regarded from the sales manager’s point of view, the second
method has nothing to recommend it. Its attractiveness is solely
for the financial officers, as it assures them that their profits will not
be impaired in the event of death of the purchaser.
The third method gives the purchaser as ample security as does
the first and costs very little, but it gives the purchaser no additional
insurance and no funeral benefits.

17-11. Phraseology of Sales Contracts.
Whatever form of life insurance be given, it is of the first im
portance to see that the sales contract is so worded that the validity
of the insurance depends, not only on the insurability of the life
of the purchaser, but upon the fact that all instalments have been
paid on the contract and that there are no arrears of any kind at
the time of his death. I believe this to be the greatest aid to collec
tions which has yet been devised.
While an accountant can only suggest methods to be employed
and can not dictate, I add that, if anything be worth doing at all it
should be done in the best manner possible, and a long, wide and
intimate experience with this class of business causes me to lean
strongly to the opinion that the first plan suggested, No. 1, coupled
with the extended provision as to the return of instalments already
made, affords the greatest assistance to the sales force and to the
administrative force and, therefore, is the plan most apt to yield
the best results.

17-12. Title Insurance.

Formerly, when property was sold, the records or abstracts of
them were examined by an attorney who gave a written opinion
based on his findings. While this plan is still pursued in some cases,
it is now more general—especially in the case of subdivisions—for
the vendor to obtain from a title-insurance company a policy of in
surance guaranteeing the title. This policy, or a copy of it, is fur
nished to the purchasers. This plan has proved so satisfactory that it
may be regarded as the standard procedure, but it involves no spe
cial feature in the accounts, as the cost is a proper and deductible ex
pense.
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17-13. Land-value Insurance Described.
Land-value insurance is a comparatively new form of insurance
and it may be well to ascertain:

1. What it is.
2. How it is obtained.
3. What it offers.

What is land-value insurance?
While land-value insurance is applicable to single or isolated lots,
or parcels, of land, at the present time it is offered only upon tracts
which are intended for subdivision into lots or into farms.
If the owner of such a tract desire to obtain value insurance, he
makes application to the insurance company and files with it a
complete and minute description of his property, showing its area,
location, improvements, etc., etc., with a plat of the subdivision,
schedules of all the proposed selling prices and proof as to his title
to the property.
These statements are studied by the officers of the company, who
apply to them the factors which are described later, and then the
risk is accepted or declined, or some modifications are suggested.
If the risk be accepted, the company and the owner enter into a
contract under which the former agrees to issue, at any time within
a stated period of five to ten years, one of its policies on each lot in
the subdivision in question.
The owner then proceeds to sell his property, and each purchaser,
upon making his initial payment, receives from the company an
“interim certificate” stating that on his acquiring legal title to his
lot, as described in the certificate, and on payment of the premium
he will receive a policy insuring the value of the lot up to a stated
sum.
Under this policy the company guarantees the owner that the
lot specified will be worth the sum for which it is insured at the
end of a stated period, usually ten years. This guaranty, or insur
ance, does not become effective until the expiration of the ten years
(or other specified term) and always remains effective for one year
only.
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Therefore, the effect is that one who in 1927 purchased for $5,000,
on an instalment plan, a lot which was so insured, received an
interim certificate, and upon his completing the purchase, say, on
January 1, 1929, he received a policy stating that at any time during
the year 1939 the company will, on his request, pay him $5,000 for
the lot upon his conveying the property to the company.
This amount is payable by the company to the assured on his
request, regardless of any value or appraisal of the property in 1939.
17-14. How Is It Effected?

After the company has made its survey of a neighborhood and is
ready to consider risks there, the procedure includes four stages,
each of which is represented by a separate document:
1. An owner desiring land-value insurance makes application on a
form provided by the company which states the maximum premium
to be charged, the term for which the policy is to run, a detailed
description of the property and the prices proposed by the owner.
This application is accompanied by a cheque for $100 for each
$100,000 of insurance desired or any fractional part of $100,000;
e.g., an application for $550,000 would be accompanied by a cheque
for $600.
2. If the application be declined, the deposit is returned in full to the
owner.
17-15. Form of Policy.
If the application be accepted, the company gives the owner a
contract which sets forth:
(a) The total amount of insurance.
(b) The premium.
(c) An agreement by the company to issue a policy to the purchaser
of any lot in the tract insured for the selling price of the lot as shown
on the schedule submitted with the application.
(d) The contract covers all sales made within ten years from its date
and provides that policies shall be issued to purchasers when they have
fully paid for the lot insured and when they receive a deed to it.
(e) The year in which the loss is payable.
Upon executing the agreement the owner makes a second pay
ment which, together with the deposit already made, equals onehalf of one per cent. of the total selling value.
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17-16. Premiums on Land-value Insurance.

Further payments of premium are made by the owner as the
purchaser pays for the land, each payment bearing the same ratio
to the total premium as the corresponding payment made by the
purchaser bears to the total price.
The rate of premium varies with the risk, as does the term of
insurance, or the period which must elapse before the insurance be
comes payable. The usual term for subdivision property is ten years
and the average premium is six per cent of the total amount in
sured. Policies may be written for shorter periods of from five years
to nine years each, but the shorter the period, the higher the rate
of premium, the rates running from 3.5 per cent. to 8 per cent.
The policy, when issued, follows the land and is automatically
transferred to each successive owner without notice to the company.
17-17. Method of Procedure.

The policy is not issued until the purchaser has paid for his lot
and does not become payable until the end of the interim period.
Therefore, if a purchaser paid cash on January 1, 1926, his policy
will become payable in 1936, but if he contracted to buy the property
on January 1, 1926, and did not pay in full until January 1, 1931,
he did not receive his policy until 1931 and it will not become pay
able until 1941.
3. When any purchaser of an insured lot signs a contract to buy,
he receives from the company an “interim certificate” in which the
company agrees to issue to him, or his successors, a policy when the
purchaser shall have completed his payments.

4. When a purchaser has completed his payments he receives the
final policy which describes the property covered, states the amount
for which it is insured and the year in which claim for payment
may be made.

This policy sets forth the following conditions and terms:
That the statements made regarding the property by the owner are
correct.
That the policy is transferable without notice to the company.
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That during the year in which the policy is payable the company will
pay to the assured the amount it is insured for within 60 days of re
ceipt of claim and proof of title, and the assured will convey the prop
erty to the company.
17-18. Treatment of Claim.

If the property has been improved and a claim is made, the as
sured and the company will each name an appraiser, who may name
a third if necessary, and they will appraise the property, placing
separate values on the land and on the improvements. If the ap
praised value of the land be less than the amount of the insurance,
the company may take either one of two courses:
(1) It may pay the assured the difference between the appraised value
and the amount of insurance, or,
(2) The company may pay the assured the appraised depreciated
value of the buildings and the insured value of the land, in return for
which the assured will convey the property to the company.

The company is not responsible for loss in value due to invasion,
insurrection, riot, civil war, acts of God, or by condemnation pro
ceedings, unless liability therefor is assumed by endorsement on the
policy.
The assured has the privilege of proving loss by selling or con
veying the property.
The policy is not a lien on the property and does not vest any
right in the company.
The policy may be cancelled by mutual consent of the company
and of the assured.
The policy is void if other similar insurance be carried or if any
misrepresentation has been made.
No suit for recovery under the policy may be brought after twelve
months from the termination of the policy.
To illustrate the treatment of a claim where improvements have
been made, let us suppose that a lot is insured for $1,000; that on
appraisal the value of the lot is placed at $750 and the depreciated
value of the improvements at $5,000.
The company has the choice of paying the assured the amount of
insurance, $1,000, and the value of the improvements, $5,000, i.e.,
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$6,000 in all, and taking the property, or it may pay the assured the
loss on the land, $250, and permit the assured to retain the property.
If an assured desires a larger amount of insurance on his lot, he
can make application and, if the company approve the new valua
tion, additional coverage can be obtained at once.

17-19. What Will Be the Effect of Land-value Insurance?

The real-estate business has always presented some of the most
striking contrasts to be found, for, while land is the most stable
commodity which we have, prices for it have been subject to more
frequent and violent fluctuations than have most commodities pro
duced directly or indirectly from it.
Anything which will stabilize these prices must be of incalculable
value. The direct products of the soil—wheat, corn and other crops
—are judged by a more or less fixed standard, guaranteed by some
form of official certificate. Foods we eat are guaranteed by the
manufacturers to conform to legal requirements; the necessities and
luxuries we buy, whether they be motor cars or pearl necklaces,
are guaranteed by the firm from which we buy them; yet land is,
and always has been, bought largely on the representation of a more
or less—and often less—trustworthy salesman whose very living de
pends, upon the commissions he receives for making sales.
Land-value insurance should both facilitate and simplify business.
It should speed up sales and will reduce or abolish the re-sale habit.
If the Florida “boom” be taken as typical, one excellent result
which remains is the added care with which attorneys examine
titles. In former days the country attorney frequently assumed many
facts; in “boom” times more careful examination brought to light
many a hidden defect, and the public was driven to require title
insurance. It seems to me that similar results may come from land
value insurance. If this once is generally demanded, no “boom” will
be possible. Suitable and legitimate developments will be encour
aged and insured; land in premature and unnecessary development
tracts will not be sold, because the owners will be unable to obtain
the insurance which will be demanded.
The wise developer will welcome this insurance. It not only
affords him an unbiased and trained opinion as to his suggested
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values, but it affords him a “selling argument” which is unsur
passed.
Land-value insurance is now obtainable in a number of widely
separated states and it seems probable that its use will increase and
may soon become nation-wide. However, the period of operation
has been too short, at this time, to make any definite statement as
to the financial results obtained by the various existing companies or
as to the value of the security held for the assured.

17-20. What Security Does It Offer and on What Is It Based?
All insurance is founded on the law of averages, and this form
is no exception to the rule. The averages are determined by compil
ing facts from as large a number of cases as possible and ascertain
ing the conditions surrounding those to which the facts relate.
These facts are usually collated by actuaries, who from them pre
pare tables which show the ratio of risks of a given class.
As was well said at a recent international congress of actuaries in
London, “To the ordinary man the profession of the actuary, requir
ing as it does a highly specialized technique, has always remained
something of a mystery. . . . The actuary has been able by his cal
culations to achieve the apparently impossible, to harness chance—
a demon more volatile than Pegasus—and in some measure at least
to clip the wings of misfortune.”
Life insurance affords the closest parallel to land-value insurance
and a glance at the history of the older form is interesting.
In England it was necessary to set by law the value of an estate
for a single life, two lives, etc., and four hundred years ago this was
arbitrarily set at seven years, fourteen years, etc., respectively. A
century and a half later (a.d. 1692) the government undertook to
sell annuities and lost some millions sterling in the venture.
This led the astronomer royal, Dr. Halley, to make investigations,
but he had difficulty in obtaining the requisite facts. However, he
did find records in Breslau, Silesia, where the data for five years in
cluded 6,193 births and 5,869 deaths. As no census had been taken,
Dr. Halley estimated the population and in or about 1693 published
the first crude mortality tables.

122

LAND ACCOUNTS

This led to further study as to collecting data and drawing proper
conclusions therefrom, but little progress was made, although the
first life-insurance company, the Equitable Society of London, was
established in 1762.
In 1780 the Northampton table was prepared by Dr. Richard
Price, but in this case also no census had been taken, and subsequent
experience has shown that the table contained grave errors, the
average life being shown at twenty-four years, whereas the true
average has been proved to be thirty years. The table is based on
4,220 births and 4,689 deaths.
The Northampton table continued to be the best available until
1815 when the famous Carlisle tables were published, on which an
enormous amount of life insurance was written with safety and
profit. The Carlisle tables are still recognized by the courts through
out this country. This table is based on the lives of only 7,677 peo
ple, of whom 1,840 died in eight years.
In each case the observations were confined to the population of
one small town, and in the two earlier instances no information
was obtainable as to the census or the increase in population during
the period under observation. Yet results were obtained which were
sufficiently trustworthy to stabilize the business of life insurance,
although the government for long refused to acknowledge the value
of the results.
Let us compare this with the history of land-value insurance.
A few years ago, probably about 1923, the first companies to
guarantee the value of real estate were formed, and one of these, a
Nevada corporation, transacted business in California, but it was
decided that the business was practically insurance, and the com
pany was ordered to stop operations. This brief experience had
proved the value of such insurance and a company was organized
as a land-value insurance company. In 1925 the California legisla
ture passed an act controlling land-value insurance companies, and
this is now in force. The first company was licensed on May 27,
1925. Since then, the insurance departments of other states, notably
Colorado, New Mexico, Nevada, Wyoming, Florida, West Virginia,
South Carolina, Alabama and Tennessee, have granted permission
for land-value insurance companies to operate.
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It is safe to say that similar permits will be granted by all states
whose laws provide for “miscellaneous” insurance companies, and it
is stated on good authority that every state in the union, except
New York and New Jersey, does provide for such companies.
17-21. Actuarial Requirements.
The actuaries interested in this matter naturally desired to obtain
figures corresponding to those on which mortality tables are based,
and for this purpose they analyzed the history of more than ten
thousand subdivisions which have been made in the period 1879 to
1920, throughout the United States. They also obtained and ar
ranged all the available pertinent information, including the causes
of the successes and of the failures.
This information, after the most careful analysis, shows that, based
on a period of ten years, over 80 per cent of the subdivisions have
been successful and less than 20 per cent have been unsuccessful.
This information is varied in character and includes such items
as are mentioned in par. 3-14.
There are in all 108 factors which are taken into account, an ap
propriate “weight” being given to each factor, although these
weights vary in different neighborhoods. Well established, old com
munities present advantages and disadvantages differing from a
younger and more rapidly developing neighborhood.
Before a company will consider any risks in a given territory, it
makes a study of the conditions, obtains the factors mentioned and
applies them to the value of any tract submitted to it in such a way
as to determine a value upon which the property will yield a fair
return—that is, the true commercial or selling value. In determin
ing the basic price to which the factors are applied, the companies
obtain the assistance of the best appraisers or appraisal boards avail
able.
Much stress is laid upon the proportion which the various kinds of
business buildings and dwellings in any vicinity bear to each other.
The companies are not appraisal companies and do not furnish
valuations. They simply tell an owner whether or not they are
willing to insure the owner’s prices.
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It is suggested that the information available for examination,
coupled with the advances which have been made in actuarial
science, places land-value insurance on a far broader and sounder
foundation than life insurance occupied for several generations after
the first company was established.

17-22. The Security Is Strengthened By Various “Spreads”.
The security behind the policies is increased by the several
“spreads” which apply to this kind of insurance, namely:
(1) Over a varied territory.
(2) Over a variety in the character of risks.
(3) Over the term of years.

(1) Territory. No company intends to confine itself in any way.
Its business will extend from its home town throughout the county
and the state and will become to a greater or less extent nation
wide, thus reducing, or avoiding, danger from any local depressions
in business.
(2) Character of risks. As at present organized, the risks may
cover various subdivisions, such as high-class residences, medium
priced lots and mechanics’ homes, thus reducing the chance of loss
from difficulties affecting any one class of purchaser.
(3) Term. No policy is given until the land is fully paid for,
and, in the case of lots sold on any deferred-payment plan, the
policy is not delivered for several years after the date of the con
tract between the owner and the company, and then runs for ten
years. As the owner is allowed ten years to sell the land, the policy
in extreme cases may not become effective for twenty years. In all
cases the risks are spread over a considerable period.
It is noteworthy that in no other form of insurance is the term so
definitely fixed; no other form is definitely free from liability for a
specified term and in no other form is there the certainty of some
salvage value, for if one of these companies suffers a loss it must
acquire property of some value.
Doubtless, as years progress, these insurance companies will or
ganize holding companies to take over properties acquired on
claims. This may in itself become a profitable business, for a pur
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chaser may be willing to sell for cash at a low price, while the
holding company, after keeping the property for a time, may rea
sonably expect to sell it at an advanced price when any temporary
depression has passed, especially as it will be able to give easy terms
for purchase.

17-23. Reserves.
It is said that the companies now organized provide under their
laws that fifty per cent of all premiums received be set aside as a
sinking fund which is invested and kept inviolable. The companies
also say experience shows that losses never have averaged as high
as 20 per cent of the total amount insured.
On these bases they build the following conclusions:

Premiums on insurance of $100,000 at 6%
of which 50% goes into the reserve
Invested for, say, 12 years at 6% will amount to

$6,000.
$3,000.
6,036.

The losses will not be as much as 20%, or less than 20,000.
If we assume a salvage value of 70%
14,000.
There must be provided
$6,000.
which is cared for by the above sinking fund of
6,036.

Past experience indicates that the allowance of 20 per cent for
losses included in the above estimate is adequate. The arithmetic is
easily verified. The only unknown quantity is the amount of the
salvage value, which must be estimated and must depend upon the
good judgment of the officers and upon local conditions surround
ing each case.
In all cases the operations of the companies are subject to the
direct examination, or control, of the state insurance departments.
The reserve is kept apart from all other funds and may be invested
only in such securities as are designated by law as legal for invest
ment by insurance companies.
It seems quite possible that other uses for land-value insurance
will be developed; for example, dormant real estate, insured as to its
value five years hence, is being used as collateral for debentures and
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is also being used as security behind common stock. Recently some
debentures, supported by collateral of real estate, have been used in
place of a surety bond with some state departments for the purpose
of licence issues.
17-24. Life-insurance Record.
A life-insurance record is required only where the lives of pur
chasers on an instalment plan are insured by the company. It may
be of the style shown in form 29.
No. of sale.................................
Name..........................................
number of monthly, quarterly,
Term of contract
etc, payments
J
Term of contract (number of years).........................................................
Date of sale...............................
Date reported to insurance company ........................................................
Amount of sale........................
Amount of insurance desired ...................................................................
Date of policy...........................
No. of policy.............................
Amount of policy....................
Remarks:................................... (Cancelled—, why not issued, etc.)
Premiums January
February
March, etc.
Form No. 29—Life-insurance register

Each sale is entered as made and the monthly premium is entered
against those which are insured. The record shows all insurance in
force, and the premiums shown as falling due each month facilitate
the checking of the bills received from the insurance company.
A stock columnar book measuring 13" x 15" contains columns
sufficient for 21 months, and by “short-leaving” pages, this can be
extended indefinitely.

17-25. Expiration Register and Card System.

The accountant should be careful to keep a record of the date on
which each policy expires, and he should also see that every building
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in which the concern has any interest is properly insured. The in
surance records may be kept in an “expiration register”, prepared
for the purpose, or on a card system. A ruled register with selfexplanatory headings, such as is used by many fire-insurance agents,
can be bought from stationers.
I prefer a card system for this purpose, with ruling as shown in
form 30, which has proved itself capable of meeting all require
ments. Under this system a card is numbered for each building to be
insured, the numbers corresponding with the numbers of the prop
erties shown on the property index and property ledger. As the
insurance is written, the cards are filled in and filed. When all the
cards are filled, therefore, we know that every building is insured.

Form No. 30—Insurance card record

An even better method is to have a duplicate record, i.e., an orig
inal and a carbon copy. One set is then filed in order of dates and
one set in alphabetical order of owners’ names.
Another set of cards is also made up and filed at the same time
for use as a tickler, this second set containing a card for each
month of the next one, three or five years, according to the terms
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for which policies are written. Each card of this second set is
headed with the name of the month, and as each card of the first
set is written out, its number is entered on that card of the second
series which represents the month in which the particular policy
expires. The result of this is that if any card of the second series is
taken out, we have before us a list of all policies to be renewed in
the particular month represented by that card.
At the end of each month in which expirations occur, all the new
policies written during that month are checked against the expira
tion card, to see that all renewals have been properly made. The
particulars of the new policies are entered on the proper cards in
the first series, and the property numbers of the new policies are
also entered on the cards of the second series for the months in
which they expire.
77-26.

Filing Policies.

The policies themselves should be arranged according to the
months in which they expire. This takes little time and provides a
check upon the expiration card. As each policy is received, it should
be examined to see that it is correct as to date, amount, name of
assured, and that it affords proper protection for the mortgagee, if
the property is mortgaged. The simple system here outlined con
tains merely the records required by the assured. It is not intended
as a record for the insurance agent, which is necessarily somewhat
more complicated.
77-27.

Life Insurance with Mortgages Payable.

Certain life-insurance companies have in recent years introduced
the practice of lending their surplus funds on mortgages at a low
rate of interest and free of brokerage, on condition that the mort
gagor take out with the lender a life-insurance policy in such an
amount that the annual premiums will amount to, say, 5% of the
amount of the loan. The policy may be taken out either on himself
or on others designated by him and, in the event of the death of
one of the assured during the period of the loan, the insurance is
credited on the loan.

INSURANCE

129

Such agreements must be carefully examined to determine the
proper disposition of moneys paid for premiums. The interest pay
ments are, of course, treated like all other interest on mortgages pay
able. The premiums may be charged to a life-insurance account and
the cash-surrender value of the policy will appear as an asset, the
difference between this amount and the total premiums paid being
written off as an expense in the event of the death of one of the
assured. The amount of insurance collectible, less the premiums
paid, may be debited to mortgages-payable account and credited to
a special surplus account.
If none of the assured die and the mortgage is satisfied when
due, the amounts paid as premiums may remain as an asset, if the
policies are continued for the benefit of the business, or if they have
an exchange or surrender value equal in amount to these premiums.
If, however, the policies have no such value, the premiums must
be written off to profit-and-loss. On this account, proper arrange
ments should be made when the loan is entered on the books, to
avoid the possibility of having to write off a considerable sum at
the end of a few years.

CHAPTER XVIII
Taxes

18-1. Federal and State Income Taxes.

Of all taxes, federal and state income taxes demand the most at
tention, for they depend on and seriously affect the profits, and they
are governed by specific regulations, which are subject to frequent
changes.
18-2. It is not necessary to enter into a detailed discussion of the
requirements of federal and state income taxes. The former are
modified so frequently by fresh legislation, by new regulations and
by court decisions that statements which are true or opinions which
are expressed today may be changed next year. The various state
income-tax laws differ to such an extent that a general discussion
of them is impossible.

18-3. The federal income tax was imposed under the revenue acts
of 1916 and 1917, and rules were promulgated in regulations 33. Cer
tain distinctions are drawn between time sales, based upon whether
title passes to the purchaser or is retained by the vendor and also
upon the cash collected during the taxable year in which the sale
is made, referred to as the “initial payment”. Under the rules, re
gardless of the transfer of title, sales may be treated as instalment
sales if the initial payment do not exceed a stated percentage of the
sales price; and, if the initial payment do exceed that percentage,
the sales are to be regarded as closed transactions and the entire
profits are to be reported in the year of sale.
18-4. These rules are found in regulations 45, 62 and 69, 74 and 77,
and it is not necessary to deal here with past modifications. It is
interesting, however, to consider briefly the regulations 77 under the
revenue law of 1932.
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Article 352 of these regulations states:
“Sales of real estate fall into two classes when considered with respect
to the terms of sale, as follows:
“(1) Sales of property on the instalment plan, that is, sales in which
the payments received in cash or property other than evidence of in
debtedness of the purchaser during the taxable year in which the sale
is made, do not exceed 40 per cent of the selling price.*
“(2) Deferred payment sales not on the instalment plan, that is, sales
in which the cash or property other than evidences of indebtedness of
the purchaser during the taxable year in which the sale is made exceed
40 per cent of the selling price.”

185.
The regulations have always contained a provision similar to
article 353 of regulations 77 which reads as follows:

“The vendor may return as income from such transactions (instal
ment sales) in any taxable year that proportion of the instalment pay
ments actually received in that year which the total profit realized or
to be realized when the property is paid for bears to the total price.”
In other words, the government arbitrarily divides each dollar
into two parts, one of which is principal and the other is revenue.
In determining the class to which a given sale belongs it is im
material whether or not title has passed to the purchaser, the
amount of the payments received in the first taxable year being the
sole criterion; however, the passing of title does affect the procedure
upon repossession.

6.
18In the case of deferred-payment sales, the obligations given
by the purchaser “are to be considered the equivalent of cash to the
amount of their fair market value in ascertaining the profit or loss
for the transaction.” The only difficulty is to determine the fair
market value, and such sales are then treated in the same manner as
closed transactions.
Where the vendor takes a first mortgage for a large portion of
the purchase price and a second mortgage—or its equivalent—for
the remainder, the case will fall in the class of sales on the deferred* Changed to 30% in the revenue act of 1934.
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payment plan. Usually such first mortgages are held to be worth
their face value and, therefore, the equivalent of cash, while the
value of the other notes must be determined in each case.
18-7. Defaults.

If the purchaser default in an instalment sale and if the vendor
repossess the property, it must be taken back at the basic cost price
when the sale was made, and, after allowing for any depreciation,
etc., the taxable income arising from a sale in the year of reposses
sion will be the amount of payments received by the vendor, less
any profit already declared by him.
This rule applies also to deferred-payment sales if the vendor
has not passed title to the purchaser.
18-8. However, in the case of deferred-payment sales, if the pur
chaser default and the vendor repossess the property, a clear distinc
tion is drawn between sales where title passes to the purchaser and
those in which title is retained by the vendor.
In the latter case the contract of sale and the re-possession are
regarded as parts of the same transaction and the property is to be
taken on the books at the price at which it originally stood, subject
to deductions for depreciation, etc.
If title has passed to the purchaser, the treasury department re
gards the sale and the foreclosure—or the means of repossession—
as two separate transactions, and the vendor must return as taxable
profit for the year in which repossession occurs the difference be
tween the original basic cost of the property and its fair market
value at the time of repossession. That value “shall be presumed
to be the amount for which it is bid in by the vendor in the absence
of clear and convincing proof to the contrary”, and this value shall
be the basis for computing loss or gain when the property is again
sold. This is a modification of the general definition of the term in
article 221, which says:
“The ‘fair market value’ of a property is that amount which would
induce a willing seller to sell and a willing buyer to purchase.”
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Regulations 77 also provide for the calculation of loss or gain on
the disposal by any means of instalment obligations as follows:
18-9.

“Article 355. If an instalment obligation is satisfied at other than its
face value or is sold or exchanged, gain or loss results to the extent of
the difference between (1) the excess of the face value of the obligation
over the amount of income which would be returnable were the obliga
tion satisfied in full and (2) the amount realized upon such disposition.”

18-10. The determination of the “fair market value” or “readily
realizable market value” will always present some difficulties, for it
depends upon several factors, such as:
The value of the property
The financial standing of the purchaser
The penalties which may result from non-payment of instalments.
Obviously, if the initial payment represents a large portion of the
purchase price, say 50% or more, and if the subsequent payments
are represented by mortgage notes given by a wealthy purchaser,
those notes may be worth their face value.
Again, if a purchaser make a substantial payment and give a first
mortgage for, say, 30% of the purchase price and then give a deed
of trust or a second mortgage for the remainder of the price, the
first mortgage may be worth the face of the notes, while the re
maining securities may have a far smaller value. With such possible
variety of conditions, the fair market value must be determined by
a study of each case, and no general rule can be suggested.

18-11. Let us suppose a sale as follows:
$8,000.
Cost of property
10,000.
Sale price
2,000. or 20% of sale price
Profit
1,000. a year for 8 years
Payments required
Purchaser erects buildings
worth
5,000.
and no depreciation
occurs.
Purchaser defaults after
making the first pay
ment and two annual
payments.
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The above is an instalment sale, regardless of whether title has
passed or not, and the result will be as follows:

(Regulations 77, article 353.)
(a) The owner reports the first, second, third and fourth
payments in each year as received
$4,000.
On which he reports profit of 20%, or
$800.
He regains the property at the original cost of
8,000.
and reports total collections of
4,000.
from which he deducts the profit, already de
clared, of
800.
Leaving a profit in the year of repossession
$3,200.

12.
18(b) Let us suppose the same conditions, except that the
first payment is $4,000 with six annual payments of $1,000 each.
This is not an instalment sale, but a deferred-payment sale, to be
treated as a closed transaction, and the procedure on repossession
will depend upon whether title has passed or not.
The vendor would report a taxable profit for the year in which
the sale was made of $2,000.
If title has not passed, on repossessing the property, the vendor,
would report as follows:
(Regulations 74, article 354)
(b-1) Total collections
$4,000.
Profit already reported
2,000.
Taxable profit in the year the property
was repossessed
$2,000.

18-13. (b-2)
the title had passed and at the foreclosure sale the
vendor bought the property for $9,000, he would report as follows:

The fair market value would appear to be
$9,000.
Less original basic cost price
8,000.
Profit
1,000.
But he has already reported a profit of
2,000.
Therefore he may deduct in the year he re
possesses the property
$1,000.
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The result depends entirely upon the fair market value, and while
the “bid in” price at foreclosure is prima-facie evidence, the vendor
should be prepared to submit testimony supporting it. If the prop
erty be repossessed by agreement without foreclosure, the vendor
should procure all evidence possible as to the real market value.
The property must be re-entered on the books as costing the
amount of the fair market value used in the income-tax return.

14.
18-

Other Taxes.

All revenue taxes, whether they be levied by a state, county or a
municipality, are direct expenses, and, if accruing prior to or during
the period of construction, they are to be regarded as a carrying
charge to be added to the cost of the property. If accruing after con
struction is completed, they become annual expenses to be closed
into the profit-and-loss account.
The methods of assessing and collecting vary in the different
states; for example, some state taxes are assessed as of January first,
but the tax rolls are not made up and approved until October; there
fore, tax for any given year can not be paid until about November
of the following year. In this case, it is a common practice, in the
event of sale, to arrange that the taxes for the year of sale shall be
pro-rated between the vendor and the purchaser.

15.
18-

Taxes for Improvements.

Assessments for any special purpose which enhance the value of
the property, such as paving, sidewalks, etc., are capital expenses
which should be charged to the cost of the property.

16.
18-

Subdivision Trusts.

In some parts of the country subdivision trusts are formed for the
protection of purchasers and provide a means whereby, whatever
may be the condition or fate of the selling concern, each purchaser is
assured that, on completing his payments, he will receive a good
and sufficient deed to the property which he has purchased. These
trusts take various forms, but that phase of the question lies outside
the present field. They are mentioned here to warn persons inter
ested to study the current treasury regulations which define these
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trusts and to consider carefully the exact form under which they
are to operate, for the calculation of their taxable income will de
pend on their classification as “association”, “trust” or “corporation”.
These definitions are clearly set forth in regulations 77, articles 1312,
1313 and 1314.

18-17. State, County, Municipal and District Taxes.
In order to meet the expenses of government and the cost of im
provements, there are numerous taxes, all based on some assessed
value of the property or, in the case of some improvements, upon
the benefits which it is expected that the property will derive from
them. The wide variations in state laws and the diversity of purpose
for which such taxes are levied make it impossible to deal with them
in detail: they may cover school districts, or districts subject to
special taxes for bridges, roads, drainage, canals, harbors and other
matters. In some cases twenty or thirty taxes are assessed on one
property. Whether such taxes should be capitalized or not depends
upon their nature and, to some extent, upon the views of the
owner; but, in any event, they should be entered on the records in
some form.
In order to assure itself that all taxes are paid, the concern should
prepare lists of its properties in the various counties, districts or
municipalities and should send these to the collector or other proper
officer with a request that all assessed values and taxes be shown.
This is a far safer plan than that of relying upon a collector to pre
pare lists of taxes due by the concern. Such a form as that shown
below, No. 31, may be used for this purpose.

18-18. Entering Tax Payments on the Books.

The method of paying taxes differs so greatly that no general rule
can be given. In all cases, however, some form of tax receipt is ob
tained. Sometimes such a receipt bears full description of the lands;
sometimes, if the list is a long one, the collector attaches the list
itself to the receipt form. When the official receipt reaches the
owner, it should be carefully checked against the tax list in order
to see that no improper changes or omissions have been made, for
any such errors can best be corrected immediately. Entries from
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these original tax receipts are made in the property ledgers, showing
the number of each receipt, the amount of the assessment and the
amount of the tax. It is found convenient in practice to enter the
assessed value, for in some cases (for instance, wild lands) these
assessments are raised, and this fact may escape the owner’s atten
tion, until he looks at his tax record in the property ledger, when
the increase at once becomes apparent.
Tax receipts should be carefully preserved in files of sufficient size
to receive them without folding and to enable quick reference to be
made to them. The receipts for each county are placed together, and
the counties are arranged in alphabetical order. It may be that some
of the property owned lies in small towns in various counties, and
that these towns also assess city taxes. In such cases, this property
should be placed at the end of the list for the county in which it is
situated; if it be placed among the regular lists, there is a possibility
that it will be overlooked.
It is a good practice to make a note in red ink on each ledger
sheet, on which property subject to city taxes is entered, similar to
the following: “Pay city taxes”, and also to enter the dates upon
which these taxes should be paid, as these do not coincide with the
dates of payment for county taxes. The method followed for the pay
ment of the ordinary city taxes is exactly similar to that used for the
county taxes.

18-19. Taxes on Time Sales.

Probably the simplest way to enter tax payments on the books
is to charge to taxes account each cheque as it is given and, when
the final tax receipt is received from the collector, to pick out
all those properties upon which taxes have been paid which are
covered by time sales and are payable by the purchasers. A list of
these is made, and a journal entry is put through the books in the
following form:
Contracts ......................................................... $...............
To Taxes ............................................................. $...............
For the following taxes for the year.................................
Contract No.............. Name...................................
Amount...................
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The total of this is charged to the contracts account in the general
ledger and the various items to the individual accounts in the sub
ledger. After crediting the tax account with the above entries, the
net balance is carried each year direct to profit-and-loss. Where taxes
have been paid in advance, it may be proper to carry all such ac
counts as an asset, like prepaid insurance.
20.
18-

Mortgage Taxes.

It is essential, of course, that a concern which has outstanding a
number of mortgages receivable should keep itself acquainted with
the facts as to the payment of the taxes by the mortgagor, especially
COUntY

DESCRIPTION Of LANDS IN______________________

Paid on for 193. .as per attached tax receipt number_________

ISSUED TO—____________ _ ____________________________________________

PARTS OF SECTION

SEC.

T.

R.

ACRES
100ths

RATE OF TAX valuation

AMOUNT

Form No. 31—Tax return

as the mortgagor often postpones payments and they fall upon the
concern. In order to care for these, separate tax lists should be made
for each county and headed “mortgage taxes,” and these lists should
agree with the details given against each description. As it is the
custom in many states to assess the property under the name of the
owner, this insertion facilitates reference by the tax collector.
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The safe practice is to make lists showing every piece of mort
gaged property, and to send them to the tax collector a short time
before the books are closed, asking him to note all unpaid taxes
thereon and to return this list to the concern. When such taxes are
paid they are, of course, charged direct to “mortgage taxes” and
should not go through the regular tax accounts. It is to be noted
also that occasionally taxes include certain assessments for improve
ments, such as draining wild lands. Each such case must be con
sidered on its own merits, as it is possible that the amounts paid
for these assessments, although paid with taxes, may properly be
chargeable to improvements.
21.
18-

Descriptions.

Before leaving the subject of taxes, one other difficulty should be
mentioned, and that is the various descriptions of the property used
by assessors and collectors. In the case of an irregular piece of land
the full description of which by metes and bounds occupies many
lines, or even pages, it is manifestly impossible for the full descrip
tion to appear on the tax books. The assessor therefore seeks a
shorter description and defines the land by giving the book and
page on which is recorded a deed conveying the land in question, as
for instance, “Part of the Sequi grant, 100 acres in section 37, T.3,
S.R. 26 E., as recorded in deed book B.2 p. 204.”
When this entry is first put on the books, it is probably correct,
but as years go on and it is copied from roll to roll, errors creep in
and the book or the page or some number is changed. Or, the prop
erty may be reconveyed and a new assessor may describe it properly
under the book and page in which the new deed is recorded. Such
variations constantly occur and render difficult the reconciliation of
the returns made with the receipts obtained. To prevent this, refer
ence to the records themselves or to an abstract of title is frequently
necessary, and even then it may be found that the land has been as
sessed under both descriptions. In such a case, proper steps should
be taken to have one of the assessments cancelled.
A reference to form 48 (page 188) will show how these mistakes
may be minimized in practice. On the front of the page is given the
full description; on the back is the description (or descriptions)
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used by the assessors. This addition to the usual form has proved to
be of great service and its adoption is recommended. In the same
way, descriptions by county assessors frequently differ from those of
municipal assessors, and these differences in the descriptions should
always be clearly stated on the form.
If proper attention be given and correct returns made, such mis
takes in future years can be prevented, for almost invariably tax
assessors are desirous of bringing their records to as high a degree of
accuracy as their opportunities will permit.

CHAPTER XIX
Special Matters in Federal Income Tax

19-1. It is impossible to predict what the rules of federal taxation
may be a few years hence and, therefore, it is impossible to lay down
a definite course of procedure, but experience has taught us that
numerous matters have to be watched carefully and must be treated
in accordance with the current regulations. Among these the follow
ing are the most important:
19-2. Bad debts. Bad debts are deductible, either as debts ascertained
to be bad in whole or in part or as a reserve based on a percentage
of sales. Whichever method is selected, it must be maintained from
year to year; but under the first method care must be taken to make
the deduction in the year when the debt was found to be worthless.
The reserve method is seldom suitable for real-estate dealers.

19-5. Capital gains. Subject to certain restrictions, an individual
taxpayer may report capital gains separately and pay a total tax of
12½% on them, provided he has held the property for at least two
years.
19-4. Carrying charges. Carrying charges such as taxes on unpro
ductive property may be added to the cost of the property, provided
they have not been deducted as expenses in previous years.

19-5. Closed transactions. Sometimes officers of the treasury
department have shown a disposition to call real-estate sales closed
transactions and have assessed taxes thereon, although under the
regulations many such cases could be classed as deferred-payment
sales, often to the advantage of the taxpayer.
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19-6. Commissions. The principal difficulties with regard to com
missions are of a mechanical nature and have already been men
tioned. However, numerous and conflicting decisions have been ren
dered by the treasury department, and doubt sometimes exists as to
the period in which commissions are to be regarded as income.
With regard to commissions receivable which have been earned
by the taxpayer, it seems to be fairly well established that they do
not constitute taxable income until they are received by or are avail
able to a taxpayer. For example, the mere fact that a corporation
has credited a salesman with commissions does not in itself consti
tute income to that salesman. If the corporation has at its command
cash which is immediately available and can be turned over to the
salesman, the amount may constitute income to him. On the other
hand, if it be merely a credit to him which the company does not or
can not make immediately available to him, it does not constitute
taxable income to him until such a condition exists.
In the case of commissions payable, somewhat different conditions
exist, and, if a corporation habitually keeps its accounts on the ac
crual plan, it is allowed to treat such commissions as an allowable
deduction in the period in which the entry is made.
It seems to be well established that estimated contingent commis
sions are not a deductible item and that a reserve set up for any
liability which is in fact contingent is not deductible.

197.
Contract price. When used in the regulations “contract price”
means the total sum received, or to be received, by the vendor after
deducting all mortgages and other encumbrances to which the prop
erty is subject.
19-8. Contract of sales and contract to sell. Sometimes it is difficult
to draw a clear distinction between a contract of sale and a contract
to sell. In such cases the matter should be referred to an attorney,
as, under a contract to sell, no sale is recognized by the regulations.
9.
19Cost. The items composing cost must be such as are allowed
by the regulations, and care must be taken to ensure the proper
apportionment of the cost of a tract to the several lots therein. See
chap. IV.
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19-10. Dealers and casual sales. In the case of casual sales, the
owner is allowed to deduct a reasonable allowance for future ex
penditures for which he is responsible.
19-11. Deferred payments. The rules regarding deferred payments
have been changed so frequently, and are so apt to be still further
changed, that current regulations must be consulted before a sale
can be properly classified.

19-12. Depletion. On the acquisition of property subject to deple
tion; such as oil and gas land, mines and timber tracts, care must
be taken to allocate properly the cost price between the land itself
and any other items entering into the total cost and to see that the
facts are set forth in detail in the records. (See par. 3-9.)
19-13. Depreciation. See chapter XVI.

19-14. Details of individual sales. For years past the regulations,
(regulations 77, article 61) have required that the sale of each lot be
treated as a separate transaction; and the books should be arranged
to meet this requirement. (See par. 6-12.) It has been found con
venient for the auditor to maintain a special book for this purpose
among his working papers, in which he can enter year by year the
receipts on account of each lot and the taxable profit arising there
from.
19-15. Earned income. Under the current law deductions are allow
able on earned-income account to resident individual taxpayers,
whose reward is based on personal efforts, rather than on capital
invested.

19-16. Fair market value. Perhaps fair market value is the most
difficult question of all those arising in real-estate accounts. Matters
of opinion are always harder to prove than are matters of fact, and
statements supporting values should be in the form of carefully
drawn affidavits, each one applying to a specific transaction and
each one showing the qualifications of the affiant.
19-17. Gains. For income-tax purposes gains are not necessarily the
difference between the cost and the selling price, for sometimes cer
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tain complications arise in reference to the value on March 1, 1913,
or at the date when a bequest or a gift was received. In such cases
the current regulations must be examined.
1918.
Improvements—provisions for. As explained in chapter
IV, provisions for improvements should be set out in detail in the
books and must be carefully checked so that a revenue agent can
readily examine them.
19-19. Instalment sales. The remarks made under deferred-pay
ment sales are equally applicable to instalment sales.

19-20. Initial payment. The phrase “initial payment” in the regula
tions means all payments made during the taxable year in which the
sale is made; whereas in commerce the phrase means what it says—
the first payment. Care must be taken to avoid a confusion of
meaning.

19-21. Interest. All interest on borrowed money is a deductible ex
pense, whether paid or accrued, but in certain cases, such as carry
ing charges on unimproved property, it may be capitalized. Interest
charged for cost-keeping purposes, such as rent on a building owned
and occupied by a concern, is not deductible.
19-22. Leases. Many complications arise with long-term leases,
especially where the lessee agrees to pay existing obligations at some
future time or undertakes to make improvements or additions to
buildings, as such items usually result in taxable income to the lessor.
19-23. Long-term contracts. In certain cases, such as the making of
fruit orchards which are sold on the instalment plan, it is some
times allowable to make income-tax returns with adjustment al
lowed for long-term contract, where the profits are based on the
percentage of completion; or the total profit may be taken in the
year in which the work is completed.
19-24. Losses. Fresh decisions are constantly modifying the rules
regarding losses, and each doubtful case must be viewed in the light
of these decisions. A striking one was published while this chapter
was in course of writing: the expenses of a motor car used for
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pleasure are not deductible, but if the same vehicle be damaged in
an accident, the cost of repairs is a deductible loss.

19-25. Options. Options vary so greatly in so many respects that no
general rule can be given beyond advising that, before any form be
adopted, it be carefully considered in light of current regulations.
19-26. Organization expenses. In no circumstances may organiza
tion expenses be amortized. They are deductible only in the year in
which they are incurred. In any event they are deductible only
when “limited to purely incidental expenses”; otherwise they are
to be capitalized. This is an elastic rule, and there is reason to be
lieve that in the case of a large corporation, substantial expenditures
may be classed as “incidental.”

19-27. Purchase price. As used in the regulations, “purchase price”
means the gross amount the purchaser is to pay, either in cash or in
mortgages given or assumed or otherwise.

19-28. Realized profits. Realized profits are discussed in chapter
XX, and if the suggestions made there be followed, no difficulty
should arise.
19-29. Removal of buildings. When any building removal is con
templated, the current regulations should be consulted. The removal
of an old building in order to erect a new one is not a deductible
expense.
19-30. Repossessions. The rules for repossession vary greatly. When
the vendor retains tide, the property is to be taken back at its cost
less any depreciation, but if title has passed to the purchaser and a
mortgage has been taken, a completed transaction has occurred; and
on the foreclosures of such a mortgage, a fresh transaction takes
place and the price at which the property is to be re-entered on the
books is the fair market value, which in the absence of other evi
dence is the “bid-in” price.

19-31. Syndicates. There has been a tendency on the part of the
treasury department to treat all syndicates as associations, thereby
rendering them liable for the same taxes as a corporation.
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In the present discussion the term “syndicate” is applied to a
group of interests, individual persons or corporations, which unite
their forces, consisting of wealth, penury, knowledge, sales ability,
assurance or what not, for the purpose of handling specified prop
erty for the benefit of the group. Such an arrangement, in itself, is
entirely proper and it is always a purchaser’s business to remember
the caution, “caveat emptor.”
While syndicates assume various forms to meet varying require
ments, they are usually regarded by the participants as partnerships
or joint ventures, regardless of the fact that the regulations contain
special rules applying to them. Under these rules, and speaking gen
erally, syndicates are usually regarded as falling in one of two
classes:
1. Joint ventures
2. Associations

If the syndicate be merely a loosely formed alliance for the pur
pose of arranging a sale or making collections, it is regarded as a
joint venture and the share of each partner in any resulting profit
or loss is returned by each individual member. No return is required
of the syndicate. On the other hand, syndicates frequently prepare
elaborate deeds of trust conferring on someone, in the nature of a
trustee, powers as broad as or even broader than those possessed by
the board of directors of a corporation. In such cases the treasury
department regards a syndicate as an association and requires that
a return be filed by the syndicate itself in the same manner as is
prescribed for corporations. It is probable that this requirement has
frequently been overlooked or disregarded, and that many trustees
may find themselves faced with charges of delinquency and result
ing penalties. The dividing line between joint ventures and associa
tions is a fine one and is affected so greatly by the details of each
case that no general rule can be given in a discussion such as this.
19-32. Taxes. With the exception of federal income, war-profits and
excess-profits taxes, all federal, state, county and municipal taxes,
when imposed to raise revenue, are deductible expenses.
Federal income taxes are not deductible, nor are taxes or assess
ments levied to pay for improvements.
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19-33. Trustees. Each trustee should be careful to ascertain whether
income-tax returns should be made and income tax paid by him or
by the cestui qui trust. In differing circumstances a trustee may do
one or both or neither.
19-34. Values March 1, 1913. Frequently it is difficult to prove
values of March 1, 1913, especially as the treasury department turns
a deaf ear to expressions of opinion. Facts relating to similar sales
or sales of similar property are the only acceptable proof, and the
department has allowed, when necessary, a long period before or
after the date. All statements should be in the form of affidavit.

CHAPTER XX
Profits

20-1 Definitions.

The profits arising from transactions in real estate may be defined
as follows:
Gross profit is the excess of the sales price over the cost.
Net profit on sales is the amount remaining after deducting the cost
of selling from the gross profit.
Net profit on operations is the excess of the net profit from sales over
the cost of administration and management.

It is with gross profit that we are now concerned. To ascertain it
we must include in the cost all those items which have been dis
cussed in chapter IV; and we must deduct from the consideration
received any such charges as taxes, which the vendor undertakes to
pay, and the expense of any improvements which he may have to
make; and we must add to the cash received the amount of any
obligations—such as a mortgage on the property—from which he is
relieved.
20-2 Mortgage Assumed by Purchaser.

It frequently happens that a transaction involves more than the
exchange of cash for real property. There may be a mortgage or
some other lien which the purchaser assumes; or, more often, the
purchaser may give a mortgage as a part of the price (chapter IV).
In the first instance the journal entry would show that the seller
is relieved of any obligation which is assumed by the purchaser. In
many cases this entry should include some mention of interest on
148
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the mortgage. It may be overdue, or it may be the sum which has
accrued since the last interest date, as in the case of property sold
on the 1st of August subject to a mortgage payable on which in
terest had been paid up to the 1st of June.
20-3. Assumed Mortgages.
In case a mortgage were assumed by the purchaser, the journal
entry on the books of the seller would take the following form:

Mortgages payable ........................................... $...............
To real estate ...................................
$...............
For mortgage No..................... assumed by
..................................................... on the
purchase of property No........................

In the case of overdue interest assumed by the purchaser, the follow
ing journal entry would be made by the seller:
Mortgages payable ..............................
$...............
Overdue mortgage interest payable.....................................
To real estate ...................................
$...............

If accrued interest not yet payable were included, the entry would be:
Mortgages payable ......................................... $...............
Mortgage interest payable...................................................
To real estate ...................................
$...............

20-4. Exchange of Properties.

Real estate is often transferred in exchange for other real estate,
and such transactions are sometimes brought on the books by enter
ing the difference in price between the properties involved. How
ever, it is far more satisfactory to treat an exchange as two separate
transactions—that is, to write off the property conveyed as if it were
sold for cash and to treat the property received as a fresh purchase.
Reference should be made to the method of payment in each case.
(See par. 11-9.)
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Method of Determining Profit.

In this chapter the word “profits” is used to indicate the gross
profit, the difference between the cost and the selling price, with
out making deductions for commissions or any expenses.
If records be kept with any reasonable degree of accuracy there
is no difficulty in telling at a glance what is the profit on any sale;
and, in the case of a cash sale, this amount may properly be credited
to some account which is carried to the profit-and-loss account.
However, the sales of subdivision property are usually made on
some instalment plan running over a number of years, and it then
becomes necessary to determine each year what portion of the total
profit has been realized.

206.
In the case of sales in which there is a substantial cash pay
ment and a mortgage (or some equally good security) is given for
the balance, the sale may often be treated as a closed transaction,
and the profit may be carried to the profit-and-loss account. At the
time of writing, the United States treasury department sets 30% as
the amount of the first payment which is sufficient to cause a sale
to be regarded as a closed transaction, but the circumstances of each
individual transaction are the determining factors.
207.
One of the principal purposes of accounting records is to
afford proof that the profit arising from every sale has been properly
recorded—a proof required by the owner and by the revenue agent.
It was well said by one revenue agent that the method to be fol
lowed in subdivisions “is fundamentally different from the sale of
personal property on the instalment basis. Where personal property
is sold on the instalment basis, the sales for the year are determined,
the cost of the merchandise sold is computed, an average percentage
is arrived at and applied to the collections year after year until the
entire outstanding balance is either collected or the merchandise is
repossessed.”
8.
20-

Conventional Method of Ascertaining Realized Profits.

Let us now consider the ordinary time sale which is so general
in subdivisions. It is immaterial whether this be represented by a

PROFITS

15 1

mortgage or by a contract and whether or not the purchaser be
subject to any penalty if he fail to carry out the agreement.
For illustration, let us suppose that a lot costing $600 is sold for
$1,500, of which 20%, or $300, is paid in cash and the remainder is
represented by sixty monthly payments of $20 each, disregarding
any charge for interest.
It may be argued that the vendor realizes no profit until he has
collected the $600 which the lot cost him; that is, until after the
fifteenth payment, and that thereafter all collections are profit.
Such an argument is met by the statement that experience has
shown that if a purchaser has paid in 20% there is a great prob
ability in favor of his completing the purchase, and, therefore, the
vendor should not await the receipt of the cost price in cash before
he realizes some profit. This view is that usually held by the man
agement and the stockholders of corporations and has received
official approval by the United States treasury department.
20-9. This has led to the acceptance of a convention to the effect
that it is not only permissible but quite proper to say that each
payment is composed of two factors, one of cost and one of profit,
and should be divided in the same ratio that the total profit bears to
the sale price. In this example the profit is $900 and the sale price
$1,500 and

900
1500 = 3/5 or 60%, therefore 60% of each collection

may be regarded as realized profit. In such a case it is customary
to say that the unrealized profit is $900 and to regard 60% of each
payment as realized profit applicable to the payment of dividends.
This may be stated as follows:
Payments made
X Total gain = Realized profit, or in the example
Total sale price

the realized profit would be 300 X 900 = $180.
1500
Therefore, in the case of a single sale the realized profit for any
period can easily be determined by using the above formula.

20-10. Basic Sales Price.
This would also be true in the case of an entire subdivision if all
lots were sold at the standard basic sales price; but, in practice, this
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never occurs, for as sales progress prices are changed from those
basic prices, discounts are given for wholesale sales, and other items
cause fluctuation of prices and render untrustworthy the application
of any average percentage of collections.
20-11. Wholesale Sales.
In subdivisions it is a common practice to sell lots for investment
purposes, that is, with the idea that the purchaser will be able to
re-sell them at a profit. In these instances a number of lots may be
sold at wholesale prices, which may be only a portion of the basic
sale price. Such transactions play havoc with any averages. The
practice is well established and a concern generally opens a “re-sale
department” to help purchasers dispose of their lots. The system
presents dangers, for, unless the concern retain the sole agency for
the lots, it invites and encourages rivalry, which is apt to result in
the offer, at cut-throat prices, of lots adjoining those owned by the
concern.

20-12. The errors arising from calculation of profits on an average
percentage are particularly flagrant where the method of deter
mining the cost per lot is any other than that of the basic sales price.
Prices in a subdivision are apportioned according to the number of
lots, each lot costing, say, $100; two lots are sold, one for $200 and
one for $1,000; then the respective profits are $100 and $900, or 50%
and 90% of the receipts. If each purchaser pay in $200 the realized
profits are, respectively, $100 and $180, and it is evident that no
general average can be used. Even if the standard sales price be
based on the cost, as is recommended, and apparently a true average
percentage could be established, in practice the actual selling prices
vary from the basic prices in an irregular manner and the same
errors occur, although they will not be so large.
20-13. Accountants now recognize the true condition of affairs
and make a practice of establishing some system which will show
the profit on each sale.
Further than this, federal regulations require that the results, the
profit or the loss, of each sale must be shown separately; therefore
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both financial accuracy and legal requirements demand that the
profit realized on each sale be determined separately.
In my opinion, the only place in which it is proper to take a
percentage of the receipts as representing the earnings realized is
in the preparation of interim periodic reports (par. 37-9), and even
there approximations are all that can be expected.

20-14. Ascertaining Realized Profits.

Owners of subdivisions usually desire to show each year the total
profits realized.
If no preparation be made in advance, the labor at the end of a
fiscal year may be enormous, for it will be necessary to compile a
statement showing the changes in each sale during the current and
during the previous years, and that may well be beyond the capacity
of the staff. There are three principal forms of records used to
facilitate such calculations:

1. A special ledger.
2. Special columns in the lot register.
3. A special realized-profit record.
20-15. A Special Ledger.

A good many years ago I introduced the following form of sales
ledger, which has proved satisfactory:
When an account is opened the profit (called reserve on the
form) is calculated and entered. In the example, this is 66.66% or
2/3 of each payment, as is shown in the right-hand column on the
following page. Whenever desired an adding-machine list is made
of all the totals in the “reserve” column and the total is credited to
realized profits.
20-16. Alternative Form of Contract Ledger.

While this form is designed especially for cases where there are
no charges for interest or taxes, the principle is equally applicable
to any form of instalment sale, and the more elaborate form shown
at top of page 155 is used for time sales of any property, not neces
sarily subdivision lots.

Form N o. 32— Contract ledger, showing realized profits for subdivisions
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Transferred to...............
Transferred to...............
Name Roe, Richard
Phoenix, Arizona
Property No. 764
Lot 24 Blk. 7 C. en
gineer’s map Phoenix,
1915
Insurance None

Contract No. 1320
Original amount $600.
First payment $60.
Minimum payments $10. to be paid monthly
Date of contract Jan. 1, 1916.
Terms of contract: 10% cash $10. per mo.

House No..........
File...........................

Expires.................

Reserve 50%
Dr
Credits
or
Balance
Fol Debits
Earned Balance
Cr

Date
1916

Jan 1
1
Feb 1
Mar 1
“ 31
Apr 1

155

Prin.
Cash
"
"

J 7

60.
10.
10.

Interest J27
Cash

30.
5.
5.

300.
270.
265.
260.

5.

255.

600.

10.60
20.60

540.
530.
520.
530.60
510.

Form No. 33—Contract ledger—alternative form

Care must be taken to see that entries are made in the “earned”
column only when payments which reduce the principal are made.

17.
20-

Combined Sales Register and Realized Profits Register.

In the case of a subdivision which it is expected to sell out quickly,
a convenient way of ascertaining realized profits is by means of a
specially ruled combined lot register and realized profits record.
This may be a columnar book 12" x 15", each folio having date
and narrative columns and 24 money columns. By cutting off the
narrative columns and thus making short leaves, 48 columns may
be included.
The basic prices of all lots in the subdivisions are entered promptly
in this book. Entries may be made in alternate lines, if desired, to
allow for changes, and a sub-total may be taken for each block or
similar division.
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The money columns are then headed:

Land
(a) List prices
Improvements
(b) Estimated cost
Total
(c) Sold in 1932—amount
1933— amount
1934— amount
etc.
Two columns for each year
(d) Gross profit—1932
showing (a) ratio in % of
1933
profit to sales and (b) amount
1934
of unrealized profit.
Principal
collected
1932
(e)
$....................................
1933
1934
etc.
(f) Profit realized
1932 $..........................................
1933 $..........................................
1934 $..........................................
etc.
Form No. 34—Lot register

The number of columns allotted for succeeding years depends
upon the time within which it is expected to sell all lots. With such
a book as that described, having 48 columns to a folio, there is
sufficient space to enter the groups (c), (d), (e) and (f) for 11 years.

2018.
All items in columns (a) and (b) are entered before sales
commence. As sales occur each one is entered opposite the appro
priate lot number—a task, which, if desired, can be performed
periodically, say monthly. Entries in columns (c) and (d) are taken
from the sales journal and those in (e) from the purchasers’ ac
counts in the sales ledger, while the figures in (f) are obtained by
applying the percentage shown in (d) to each amount shown in
(e). Cancellations may be entered in red ink and deducted when
columnar totals are inserted.

20-19. Advantages of Combined Record.

The advantages of a combined record are that it shows all sales,
and all profits, in such a form that they may readily be verified;
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that the disposition of each lot is shown; and that the book be
comes an inventory of all unsold lots.
20-20. A Realized-profit Record.

A realized-profit record shows each sale made and the realized
profit. In my opinion it is generally the most convenient form of
record.
It may be kept in a ring binder, the full size pages on the left
hand being headed as follows:
8
I
2
5
6
7
3
4
Ratio
Date No. Name of Description Sales Costs Unrealized
profits to
profits
of purchaser of property price
sales price
sale
Form No. 35—(1) Realized-profits record

On the right hand the pages are short leaved and a fresh page
is taken for each year. The date is put as a heading as follows:
April 30, 1931

9
Reduction
of principal

IO

11

Realized
profits

Cancellations

12
Total realized
and cancelled

13
Unrealized
profits

Form No. 35—(2) Realized-profits record

Items in column 9 are entered at the end of a year from the cus
tomers’ accounts in the sales ledger.
Column 10 is the percentage shown in column 7 of the amount
in column 5.
Column 11 shows all cancellations, taken from the sales journal.
If preferred this may be shown in red ink in column 10, but no
more labor is involved in a separate column.
Column 12 is the total of columns 10 and 11, and after the first
year it includes the total of column 12 for the previous year, e.g.,
if a sale were made in 1932, column 12 would show the totals of
columns 10 and 11, but in 1934 it would show the total of columns
9 and 10 for 1933, plus the total of column 11 for 1932.
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Column 13 is the difference between column 7 and column 12.
The columns of each page are added and are self-proving. They
are carried to a summary page at the back of the book and the
grand total of column 10 gives the realized profit for the year,
while the gross total of column 13 should agree with the amount
remaining to credit of unrealized profits in the general ledger.

20-21. Realized Profits on Sales Represented by Equal Periodic Pay
ments Including Both Principal and Interest.
The method of dealing with realized profits on sales represented
by equal payments has been considered in chapter IX, and in each
case the ledger account shows the amount by which the principal
has been reduced and on which the realized profit is to be calculated.

20-22. The Place of Unrealized Profits on the Balance-sheet.
The credit side of a balance-sheet usually contains four classes of
accounts, namely:

1.
2.
3.
4.

Liabilities of all kinds to others than the proprietors.
Off-setting, or contra, entries to some asset account.
Net worth—that is, capital subscribed and surplus.
Reserves amounts or items subject to the realization of items shown
in the assets.

There can be no question that the unrealized profits must belong
in class 4.
In the case of instalment sales in which the payment consists of
a stated number of periodic payments of equal amount and includ
ing both principal and interest (See chapter IX), each payment
should, in theory, be divided into its two component parts, prin
cipal and interest, but this involves much work and leads to com
plications. In practice it will be found far more convenient to credit
all the payments to principal—on which the realized profit is cal
culated—until the principal has been received and then to credit
all subsequent payments to interest.

20-23. Various methods of meeting this condition have been sug
gested, such as appraising the contracts whenever a balance-sheet is
prepared, deducting the difference between the face value and the
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appraised value of the contracts from the total of contracts and
from the unearned profits and carrying the remaining unearned
profits to the profit-and-loss account.
The objection to this is that the latter statement is commonly
supposed to show profits which are available for dividends, whereas
the profits from instalment sales do not yield cash until collections
are made. Moreover, an appraisal is merely an expression of opinion
as to what will happen.
Probably few subdivision concerns would care to keep duplicate
accounts in their books, using one set for income-tax purposes and
the other for dividend-paying purposes. If this be true, the matter
is of academic interest rather than of practical importance.
20-24. Instalment Sales Resulting in a Loss.
It is to be noted that, in cases of instalment sales which result in
a loss, the loss may be spread through the life of the contract in
precisely the same manner as are profits from similar sales, and they
may be deducted annually from the realized profits shown on the
records.

CHAPTER XXI

Records
211.
The transactions of a concern carrying on a large land busi
ness, including acreage, city properties, subdivisions, rentals and va
rious agencies, are so varied and touch so many interests that many
records are required and, while the more important of these are
shown in the following list, few concerns will use them all, and in
some instances additional records may be necessary in order to meet
particular requirements.
21-2. Requirements.

When preparing a set of records, the following matters must be kept
in mind:
1. A complete record of all capital invested and of all capital changes
must be maintained.
2. Details of all income must be clearly shown.
3. All expenses and expenditures must be properly entered and
classified.
4. Particulars of each sale must be set forth so that the profit may be
readily ascertained.
5. A record must be maintained of all commissions, earned or pay
able, and of relative receipts or payments.
6. Means to ensure the collection of all periodic payments, whether
of income or principal, as they become due must be provided.
7. Records should show each piece of property owned, acquired or
sold.
8. Detailed accounts must be kept with both debtors and creditors.
9. An account must be maintained for each agency or trusteeship in
which the concern is interested.
10. All securities of all kinds must be indexed and filed so that instant
reference may be made to them.
160
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Where the capital stock is held by various interests, the records
should always be in such condition as to supply quickly any in
formation desired by a stockholder. In all cases, they should be so
planned as to give immediately the varied information required
from day to day by the management, by the treasurer and financial
departments and by the sales force.
Methods Available.

There are three methods of keeping records: in bound books, in
loose-leaf ledgers and on cards. In some instances the bound book
is preferable, although in most of the records the loose-leaf form is
more convenient. Cards should be used only for indexing and for
some short-lived accounts. They occupy more space than loose leaves
and are so subject to loss and displacement that they do not provide
the degree of safety which is essential.
When the number of individual accounts is large, the various
forms of “visible” records are convenient. They afford the safety of
the loose-leaf ledger and their form facilitates quick reference. In
addition, they lend themselves readily to the use of special “markers”
to indicate various divisions of the accounts and frequently render
the use of additional ticklers unnecessary.
21-4. The records fall into three classes:
A. Corporate records.
B. Financial records.
C. Physical records.

A. Corporate records consist of:

1.
2.
3.
4.

Minute book
Stock certificate books
Capital-stock ledger
Subscription ledger.

It is not necessary to dwell upon these, beyond calling attention
to the necessity of maintaining the two first mentioned. The land
business is fertile in producing transactions of such varied character
that the terms should be approved by directors and entered on the
minutes. Failure to do this leads to difficulty in determining profits
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and often causes trouble with income taxes. The imposition of
stamp taxes by the federal and by some of the state governments
makes it essential that the stock-certificate book be properly main
tained and that all required revenue stamps be affixed to the stubs.
The capital-stock ledger and the subscription ledger are not re
quired unless the number of stockholders be sufficient to demand it.

21-5. Main Financial Records.

General books:
General cashbook
General journal
General ledger

Journals, etc.:
Sales journal
Voucher record

Cash records:
Receipt books
Petty-cash book
Superintendent’s cash
Sub-ledgers:
Mortgage-payable ledger
Mortgage-receivable ledger
General contract ledger
Option ledger
Subdivision customers* ledger
Instalment ledger
Commission-payable ledger
Brokerage ledger (commissions earned)
Property ledger (wild lands)
Property ledger (city property)

Various records:
Basic price list
Bills payable
Bills receivable
Mortgage interest payable
Mortgage interest receivable
Records of deeds received
Report of sales
Record of deeds issued
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Record of contracts issued
Record of options granted
Fire-insurance record
Collection tickler
Register of sales, collections and realized profits.
Property records:
Report of real-estate transactions
Property index
Field record—wild lands (acreage)
” ” —city property
Subdivision tickler
Lot register, for accounting department
”
”
for sales department
Depreciation record, improvements and equipment
Subdivision histories
Physical records:
Plats and plat books
Wall maps
Card index for sales and reservations
Current price lists
Equipment record
Lot register
Miscellaneous optional records:
Cheque register
Bank account reconciliation book
Analysis books for expenses, costs etc.
Index of customers
Rental records:
Record of leases given
Rent register and house-address book
Rent-receipt book
Rent cashbook
Rent journal
Rent ledger
21-6. Machine Bookkeeping.
If the concern be a large one, it is almost certain that the ques
tion whether the books should be kept by hand or on a bookkeeping
machine will arise. Until a few years ago, the great majority of
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good accountants would unhesitatingly have replied “By hand, by
all means”, and any accountant who has been called upon to audit
the accounts of a large subdivision whose records have been kept
on the old bookkeeping machines would approve this.
The objections were based on the fact that the entries made in
the books gave no details, and search was necessary to find the
particular “slip” from which the entry was made, which was sup
posed to contain a full explanation. This led to the loss of much
time and the search was not infrequently fruitless.
Today manufacturers have so improved their machines that no
such objections exist, for explanations may be written in the books
as completely as if in handwriting. Still, it is impossible to give a
general answer to the question. The requirements of each case
should be analyzed and submitted to an experienced accountant for
his advice.
21-7. The General Ledger.

The style of general ledger may be left to the bookkeeper, al
though in most instances a loose-leaf book is preferable to a bound
volume.
Whichever style of book is chosen, the ledger shown below,

Items

1934

Monthly
totals

Items

1934

Jan. 12.

Teams

15.00

Jan. 14

14

Labor

30.00

18

25

Hauling

41.00

31

Labor

18.00

Sales

13.00

Old lumber

10.00

115.00

Form No. 36—General ledger

Monthly
totals

33.00
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which differs somewhat from that generally used, is strongly recom
mended. This form of ledger greatly aids in the preparation of
monthly trial balances and also facilitates the analysis of any account
at any time.
In real-estate accounts particularly, it is often desirable to find
out how the monthly sales of some one subdivision have been run
ning during a given period, and a glance at such a ledger shows
this without further calculation. In a concern doing a large business,
there may be a very short interval between the closing of the books
and the preparation of the annual report, while at the same time
there is an unusual amount of work in the calculation of realized
profits. Every hour saved in such work is of great value, and the
advantages of this form of ledger are then manifest.

21-8. Arrangement of Accounts in the Ledger.
Whatever form of book be selected, the accounts should not be
arranged in alphabetical order but be grouped according to their
character.
My usual practice is to arrange the accounts in the following
order:
Sales and income
Expenses
Assets
Liabilities
General-ledger accounts
The accounts in each group should be arranged in the same order
as that in which they will appear in the balance-sheet or in the
profit-and-loss account.
Sometimes where the number of ledger accounts is large it is
convenient to make totals of the columns in each group and to
carry all these totals to a summary sheet.

21-9. In the case of instalment sales, the profits do not appear on
the ledger each month, but, if a classified trial balance be prepared
as is suggested, it is easy to calculate fairly closely the result of the
month’s business in this department. This result may be included in
the monthly statement prepared for the management.
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The arrangement of the accounts in the ledger is important. The
operating accounts, or each group of them, if they be classified,
should be arranged in alphabetical order, and the other accounts,
referred to as general-ledger accounts, should also be placed in
alphabetical order, but separate from the operating accounts. Each
account should be numbered, but the numbers, while arranged in
order, should not be consecutive. Blank numbers should be left
so that additional accounts may be inserted and numbered in their
proper order.
21-10. General Journal.

Inasmuch as the journal is a book of original entry and contains
entries vitally affecting nearly all sales and purchases, the book
should be permanently bound and not of the loose-leaf form. The
number of columns must depend somewhat upon the requirements
of the particular case, but as a rule at least four columns should be
provided, and it may be a convenience to have six or more columns.
In the accounts for subdivision properties, the columnar form of
journal presents advantages so great as to render it practically indis
pensable for the proper entry of contracts and the entries relating to
their cancellation.
Where a sales journal is not kept, it is a common practice in
offices handling such properties to reserve in the journal on the first
of each month a page or other appropriate space for each sub
division, inserting merely the heading, e.g.:
Kingslake contracts ......................................... $...............
To Kingslake purchase .........................
$...............
“ Kingslake gain ...............................
...............
From time to time during the month, as contracts are made, they
are entered in columnar form, as follows:

J. Doe, #182
R. Roe,
183

Contracts
Dr.
$250.00
500.00

Purchase
Cr.
$200.00
400.00

Gain
Cr.
$ 59.00
100.00

At the end of the month these columns are added and the totals
are inserted under the headings.
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The form of entry of cancellations may be:
Real estate ....................................................... $...............
Gain ....................................................................................
To Contracts .........................................
$...............
“ Cancellation profits .........................
...............
(See chap. XL)
In this case, four columns would be required.
It is obvious that this form of entry requires less labor and gives
a record better adapted to quick reference than if each contract
were made the subject of a distinct journal entry.

21-11. General Cashbook.

The cashbook should contain a record of all cash transactions and
of no others. The form varies according to the business. In a small
office a columnar book is generally useful so that the receipts and
disbursements may be analyzed as they are entered. The book
should be a bound volume, unless it be desired to keep the book in
duplicate and send one copy to a distant office. In that case the book
may well be written with a carbon copy and be bound in a loose
leaf form.
Receipts should also be entered in full and no deductions should
be allowed for commissions, expenses or other items—all of which
should be covered by separate vouchers. Usually, it is convenient to
analyze the receipts in some detail in the cashbook, and such a
ruling as the following may be used:
Deposited in bank (using a separate column for each bank)
Contracts
Mortgages
Interest
Rents
Subdivision (If many different subdivisions are being handled at
the same time, it is best to have a column for the
receipts of each subdivision)
Miscellaneous
The total receipts for each day should be deposited in bank.

LAND ACCOUNTS

168

21-12. Expenditures.
If a voucher system be used, there will not be need for many
columns on the right-hand side of the cashbook. The principal
headings will be:

Bank withdrawals (cheques)
Voucher account
Miscellaneous (two columns are convenient, one for the name, or
number, of the account and one for the amount)
If no voucher system be used, more columns may be used in the
cashbook for the purpose of showing such distribution as is desired.
In large offices operating many subdivisions, it is often well to
have two cashbooks, one for receipts and one for disbursements, and
I have found it desirable, in unusual circumstances, to have thirty
or forty columns in each of these books.
It is assumed that all money paid into or drawn out of the bank
will be shown on the cashbook; but some bookkeepers prefer to
enter all cheques in a cheque register and there is no objection to
this. Any of the stock forms may be used.

21-13. Sales Journal.
As already stated (par. 21-10), sales may be entered through the
general journal and, when necessary, a page of the journal may be
reserved each month for the sales of any one class. However, in the
case of subdivisions and cemeteries, where the sales are all of one
class, a special sales journal should be kept, as described in par. 7-7.

21-14. Voucher Record.

The voucher record is considered here as it is, in fact, a special
form of journal designed for the purpose of distributing the expend
itures of a concern. It is a columnar book containing sufficient
columns to care for the classification desired and, usually, is in form
as follows:
Date
Name of payee
Character of payment
Number of voucher
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Total amount of voucher
Distribution columns, one for each account desired
Miscellaneous columns sufficient to show the name of the account
and the amount of the voucher

21-15. Receipt Books.

The form of receipts and the rules applying to them are given in
pars. 25-9 and 12-1 et seq.
PORTLAND, OREGON
No. 10700

.192....

Received of....................................................

The sum of..................................................................................................................................
............................................................................................................................................. Dollars
On account of

Mortgage No..................................... Account principal ......................... $..............................
Interest to..........................................$.............................

Contract No...............................

$..............................

Option No...................................

$..............................

Option No...................................

$..............................

Option No...................................

$..............................

By....................................................

$......................
THIS RECEIPT MADE IN DUPLICATE

Form No. 37—Cash receipt for general office

21-16. Petty-cash Book.

All payments entered in the general cashbook must be made by
cheque, and, as in every office there are sundry disbursements too
small to justify separate cheques, some proper means of making
these disbursements must be provided.
The proper method of handling such payments is through a pettycash account maintained on the imprest system.

Form N o. 38— Pctty-cash book
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The method of keeping this account is simple. To open the account,
a cheque for a round sum, sufficient to care for such expenditures
for a month or other convenient period, is given to the cashier and
is charged on the general ledger to “petty cash” or “imprest fund.”
This ledger account remains unchanged unless the amount of the
fund in the hands of the cashier be increased or diminished. This is
so because, as explained later, subsequent cheques drawn to replen
ish petty cash are not debited to petty-cash account but are charged
direct to the various accounts for which the petty-cash funds have
been expended.
From this petty-cash. fund the cashier makes such payments as
are necessary, recording each one in a book similar to that shown in
form 38. Before the entire amount is expended, he adds each of the
columns and finds the total of his expenditures. A cheque is then
drawn for this exact amount, and the cashier again has the original
sum with which he started and can repeat the whole process. The
cheque itself is entered in the cashbook and divided among the
various accounts to which it is chargeable, as shown by the columns
of the petty-cash book.
It will be noticed that form 38 differs from the customary form
of cashbook in that it records disbursements only. This is because
after the initial cheque is drawn for petty cash, each succeeding
cheque is for the exact amount of the expenditures up to a given
point, and whenever petty cash is thus replenished by a cheque from
the general cash account, the petty-cash book is ruled off and a nota
tion is made, substantially as follows:
Total disbursements ....................................................... $...................
Covered by
Check No..............................
Date...................................................
The distribution headings shown in form 38 are not printed, as
their position can not be determined in advance, but they are writ
ten in whenever the columns are totaled.
21-17. It is an excellent practice to provide the cashier with pettycash vouchers, as shown in form 39, printed on inexpensive paper
and bound in pads like the debit and credit slips in a bank. The
used vouchers can be filed in bundles, each one of which should
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represent the disbursements covered by one of the cheques from the
general account.
AJAX LAND COMPANY
Petty-cash
Voucher

Jordan, N. C.,................................... 193.....
Received of the cashier.......................................................................
..................................................................................................... dollars
for ...........................................................................................................

Form No. 39—Petty-cash voucher

21-18. Superintendent’s Cashbook.

It is frequently desirable that a superintendent or manager, whose
headquarters are distant from the head office, be furnished with
funds to meet current expenses. If the amounts he expends are
large, he should make his payments by means of cheques on a
special bank account. If they are small, he may make them in cur
rency, as suggested for the management of petty cash.
A superintendent’s account should be kept, as far as circumstances
permit, on precisely the same lines as the cashier’s petty cash, and a
similar record is therefore appropriate. Inasmuch as the superintend
ent must render to the chief office a report of his transactions, it is
convenient to have his book printed with the alternate leaves per
forated so that they may be detached. By means of carbon paper,
the sheets remaining in the book can be made to show a copy of
each report sent to the head office. Experience has shown that unless
some such method is followed, the cash account of the superintend
ent may easily become confused and thereby entail the waste of
much time.
Whatever system be followed for recording the disbursements of
a superintendent or manager, it will be found wise to establish the
rule that any collections he makes must invariably be remitted intact
to the main office and never be allowed to become a part of or to
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Form No. 40—Superintendent’s cashbook

be included in his petty cash. If they were included, the necessity for
journal entries would arise, whereas all cash transactions should be
recorded on cashbooks.
When a superintendent receives and disburses cash, a uniform
style of report (form 40) should be adopted. This should be ar
ranged as already explained to provide, by means of carbon copies,
an original for transmission to the principal office and a duplicate
to be retained by the superintendent.
19.
21-

Mortgage-receivable Ledger.

The mortgage-receivable ledger is a sub-ledger intended to show
all the particulars of every mortgage held by the concern. (See
form 41.) It is of minor consequence whether it be a bound book or
a loose-leaf ledger, as the mortgages may be entered in the order of
their serial numbers. The form of ruling adopted in either case
should provide for the exhibition of the following facts:
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Serial number of mortgage; name of mortgagor; description of
property and serial property number; amount of mortgage; date
made; date due; value of security; rate of interest; dates when inter
est falls due; amount of insurance to be carried; details of notes—
number, due dates, etc.; particulars of the recording of the mort
gage; profit.
Rulings should also be provided for a “principal” account and
for “interest and charges.”
The mortgages-receivable book shown in form 41 meets the re
quirements and with the property ledger gives all necessary infor
mation regarding mortgages receivable.
As soon as a mortgage receivable—that is, a mortgage given to or
acquired by the concern—is executed and delivered, it should be
entered in this book under the first vacant serial number. For in
stance, if the first of such mortgages be made by Alfred Jones, it
would be known in the accounts as “Mortgages receivable No. 1—
Jones.”
Inasmuch as precedence among several liens upon the same piece
of property may depend largely, if not entirely, upon the dates of
their respective recording, no time should be lost in sending each
mortgage received to the proper recording officer; and when this is
done a pencil memorandum of the fact should be made on the
mortgages-receivable ledger. When the mortgage is returned, the
full particulars of its recording should be entered in this ledger and
the mortgage itself should be filed in its proper place.
In the mortgages-receivable ledger, each principal account is
debited with the original amount of the loan and credited with
each payment on account of principal as it is made. The total bal
ances of these columns of the sub-ledger must therefore agree with
the balance of the mortgages-receivable account in the general
ledger.
It is frequently convenient in determining action regarding mort
gages (for instance, when a mortgage is in arrears) to know the
amount of profit in the original transaction. A place for this in
formation is therefore provided in the mortgages-receivable ledger
under the heading “reserve.” This avoids reference to the journal or
other book in which the amount is recorded in the ordinary routine.

Form N o. 41— Mortgage-receivable ledger
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The interest and charges account of each mortgage is debited in
the mortgages-receivable ledger with interest as it falls due and
also with all expenditures for taxes, insurance, paving assessments,
etc., paid by the concern which are to be repaid by the mortgagor.
The account is credited with money received from the mortgagor,
or from other sources, in payment of these charges.
The total balance of the interest and charges account of the mort
gages-receivable ledger must equal the sum of the balances in the
general ledger under the accounts overdue mortgage interest re
ceivable, mortgage taxes, mortgage insurance, mortgage assessments,
etc.
If it be intended that the lending of money on mortgage shall
form a distinct branch of the business, suitable forms of application
and forms for reports of valuers and inspectors should be provided.
Properly speaking, these are not accounting forms and therefore are
not discussed further in this volume.

2120.
The mortgage-payable ledger is somewhat similar to the
sub-ledger just described, but it contains the particulars of all
mortgages (entered in numerical order) which are payable by the
concern.
A special form of ruling is required in order to show clearly the
following facts:
Serial number of mortgage; name of the mortgagee or his as
signee; description of the property, with serial property number;
amount of mortgage; date of mortgage; date due; value of security;
rate of interest; dates when interest falls due; insurance called for
by the mortgage; particulars of the recording of the mortgage.
Provision must also be made for keeping separately the principal
account and the interest account, as in form 41.
Where mortgages are made by the concern, all this information
can be obtained direct from the original papers before they are de
livered to the mortgagee. It often happens, however, that mortgages
payable are assumed by the concern as a part of the purchase price
for property acquired, and in such cases abstracts of title must be

F orm N o. 42— Mortgages-payable ledger
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relied upon for information, which is to be compared with state
ments of mortgagors.
It is important that this information be shown whether the mort
gage has been assumed by the concern or the property is acquired
simply subject to a mortgage. In the latter case, the liability may be
disposed of by surrendering the property, which is not necessarily the
case if the mortgage has been assumed.
In the mortgages-payable ledger the principal accounts are cred
ited with the amounts of the respective mortgages and are debited
with payments made on account of the principal. The total of the
balances must agree with the balance of the mortgages-payable ac
count in the general ledger.
21-21. Subdivision Customers’ Ledgers.
Other sub-ledgers (forms 43, 44) contain accounts with indi
vidual purchasers of lots included in subdivisions handled by the
concern. If the concern bought a house, and then sold it on contract,
the account with the purchaser would be entered in the general
contracts ledger (form 43 or 44); but if the concern bought 1,000
acres of land and divided it into 500 tracts, the accounts with the
various customers for each of these tracts would be kept in one of
these subdivision customers’ ledgers, one such ledger being devoted
to each subdivision.
Inasmuch as these accounts are of a somewhat temporary nature,
often lasting not more than two or three years, it is not necessary to
use so substantial a book as has been indicated for the preceding
ledgers. Form 32, discussed in par. 20-15, shows an improved method
of keeping these accounts.

21-22. The Boston Ledger.
In some cases it is possible to use a tabular form of ledger not
unlike the “Boston” ledger so largely used in banks. This form is
well adapted to a comparatively small subdivision in which all the
lots are quickly disposed of by contract. Each lot is entered in order
of date on one line, or the names of the purchasers are entered in
alphabetical order. An index is provided in the former case to show

F orm N o. 43— Subdivision customers’ ledger
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the name of each customer and the number of his contract. Form 44
shows a suitable ruling.
By the use of “short leaves,” a record of this kind extending over
three or four years can be kept in a book of convenient size. The
chief advantage of this form lies in the fact that it dispenses with

Form No. 44—Tabular ledger for subdivision accounts

the necessity of drawing off a trial balance of the sub-ledger, as a
total of the “balance” column gives this at once. If any error has
been made it can be quickly detected, for the total of the receipt
column for any month must agree with the total of the correspond
ing column in the cashbook plus any journal entries which may
have been made.
21-2 3. Transferred Contracts.

Whatever the form of record used for subdivision accounts, a
fixed rule should always govern where contracts are transferred—
a proceeding of frequent occurrence. In some offices it is the practice

RECORDS

181

to write the name of the transferee on the existing ledger sheet, and
then to transfer this sheet to its location in alphabetical order; e.g.,
if a lot is bought by John Doe and an account opened with him,
and this lot is sold to Richard Roe, the latter’s name is written over
Doe’s, and the sheet is transferred and placed under the R’s. This
method leads to confusion, for the sale is referred to sometimes
under one name and sometimes under the other; or the tickler and
other records may fail to show the transfer. The best method is to
close John Doe’s account by the entry (preferably in red ink) “Bal
ance transferred from John Doe to Richard Roe.” In this way it is
always easy to trace the history of any lot, even if the tickler is
deficient.
The accountant should allow no month to pass without taking off
a trial balance from every sub-ledger, even if it is only an adding
machine list; and in all cases these lists should be filed with the
month’s papers for future reference.

Instalment-sales Ledgers are described in chapter IX.

Option Ledgers are described in par. 7-10.

Commissions, statements and ledger are discussed in chapter XV,
where appropriate forms appear. An additional form, No. 45, is
shown on pages 182-183.
21-24. Brokerage Ledger (For commissions earned).

The brokerage ledger is used for the purpose of recording all the
transactions which yield a brokerage or a commission. The record
is a simple one and may be of the style shown in form 46.
The profits arising from commissions on the sale of real estate
are simple. In the great majority of cases they are paid in cash or
its equivalent as soon as a sale is completed and are entered directly
in the cashbook or journal, as the case may be. In time sales, espe
cially where the payments are small, it is a common custom for the
owner to make some particular arrangement with the agent, such
as agreeing to pay him, say, 50% of all collections until the commis
sion is fully paid.

Address............................................................

Initial payment $ .....................

.........................................................................
.........................................................................
..........................................................................

Amount of payments $ ............................

Property No ..............................

Description ..................................................

Insurance $ ............................

Transferred

Periodic payments

to ..................................................

Sold

Price $ .....................

to .............................................................

Sale No ...............

1 82

LAND ACCOUNTS

Form N o. 45— Combined sales ledger and commission ledger
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Form No. 46—Brokerage (commissions earned) ledger

CHAPTER XXII
Property Records

22-1. Property Ledger, Acreage.
The acreage property ledger is the most technical and distinctive
of the entire series of real-estate records, and it is one of the most im
portant. It contains all the details of every piece of acreage property
in which the concern is interested. In other businesses there is no
record with which the property ledger may compare, unless it be a
perpetual inventory; but real estate is a less liquid asset than mer
chandise, and the items of a property ledger have a value far more
permanent than the items of a mercantile inventory. Particulars re
garding merchandise can usually be gathered from filed invoices,
whereas the corresponding information regarding real estate is more
varied and technical and is more difficult to obtain, as it must be
drawn from a variety of records. The property ledger will be found
equally useful in other kinds of business when large tracts of land
are held.
Owing to the many purposes which a property ledger serves, it
is difficult to devise a single form which will always yield the best
results. Several forms are given in the following pages. These, be
side meeting the requirements of the special cases for which they
are designed, will suggest forms suitable under other conditions.
The problem is to provide a record which is convenient for reference
and will exhibit clearly all the essential facts.
Forms 47 and 48 illustrate respectively the bound volume and
the loose-leaf book. Experience has demonstrated the great superior
ity of the loose-leaf form. It is more convenient in size and provides
for indefinite expansion by the insertion of additional leaves wher
ever they may be required. On account of this elasticity it has nearly
displaced the bound book.
185

186

LAND ACCOUNTS

Width,
inches
Column
Purpose of column
6⅞
1 For description (by metes and bounds or by forties). .
7/16
2 Section.............................................................................
7/16
Township
........................................................................
3
7/16
Range.
.
4
Deed
No
.........................................................
5
Whence
6
Date of deed...................................................
derived
Grantor..........................................................
7
½
8
Recorded Book..............................................
½
Page
............................................
9
10
Abstract No..................................................................
11/16
½..

¾ 1½

11
12
13

14
15
16

Instrument...................................................
Previous
From.............................................................
transfers
To.................................................................

¾
1½

1½

Recorded

........................................

½½

1
Valuers.........................................................
Value Date................................................................
Amount............................................
1
Cost............................................
1
Nature............................................
1
Encumbrances Mortgage No......................................
Amount............................................
1
Year............................................
1
State and Valuation.....................................................
1
county
Amount of taxes.........................................
taxes
Date paid.....................................................
Receipt No............................................
⅝
Date............................................
1⅝
Charges Purpose...........................................................
1
Amount..........................................................
Date............................................
Disposition To.............................................................
Sales record ...........................................
Remarks........................................................................
6
¾

17

18

19

20

½

21

11

½

23

24
25

16

¾

¾

19-

30

¾

31

32
33

34

1½ ¾

Form No. 47—Property record or tract book (table showing the nature and
width of columns)
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Form 47, the bound volume, can be used to best advantage in
cases where no new land is to be acquired, i.e., where the concern
can at once make up complete and final lists. The following re
marks apply equally to forms 47 and 48.
22-2. Method of Writing Up Property Ledger.

The first step in writing up a property ledger is to select the
unit, but, as no uniform method of surveying has been adopted
throughout the entire United States, it is impossible to give forms
applicable everywhere. The examples which follow are based on a
township, which is perhaps the most general division. In making
entries, data should always be taken direct from original deeds and
not from transcripts or memoranda. Every time a description is
copied the probability of error is multiplied, and for this reason the
record should always be made directly from deed to ledger.
22-3. For convenience in making up tax lists and tax returns, it is
best first to arrange the lands by counties, as it is usually the county
which assesses and collects the taxes. Having done this, let it be
assumed that the unit within the county is the United States town
ship. This unit is six miles square and ordinarily is divided into 36
sections, numbered from 1 to 36, although it frequently happens that,
owing to old grants or other similar causes, townships are irregular.
In such instances the irregular sections are usually indicated by
numbers from 37 upward. As a rule, all the lands owned in any
one section should be entered on the same sheet of the property
ledger, although occasionally a finer subdivision may be made with
advantage, as for instance, where different lands in the section are
acquired from different sources.

F orm N o. 48— (a) Property ledger (face)
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F orm N o. 48— (b) Property ledger (back)
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Form N o. 49— (a) Timber land record (face)
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Form N o. 49— (b) Timber land record (back)
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22-4. The sheets of the property ledger should then be arranged in
regular order, either of township or of range or whatever the sub
division of a township may be called. Practice varies in different
states. By the order of township is meant the following arrange
ment:

Section 11
cc
"

cc

cc
"

2
1

2

I
2

Township 1I
"
cc

"
"

"

I

I
1
2
2

Range 11
"

"
cc

"
"

1

2
2

1
2

The regular section consists of 640 acres, divided into quarter
sections and described as N.E. ¼, etc., each of which is again sub
divided into 40-acre tracts, described as N.E. ¼ of N.E. ¼, etc.
When a whole section, or any portion consisting of more than 40
acres, is written on the property-ledger sheet, the tract should be
broken up into these forties and the exact acreage be shown. It is
suggested that in the timber land record, shown in form 49, 16 lines
be provided, one for each “forty” in a section, so that, if this plan
is followed, the disposition of any forty may be shown without
disturbing or rewriting the descriptions for the rest of the section.
Quite often descriptions of small tracts in irregular sections are so
complex that it is advisable to enter each one on a separate sheet
as in form 58. (See par. 22-22.)

22-5. It is sometimes necessary to form a bound-book record from
a mass of deeds covering contiguous lands. In such cases it is con
venient to use the listing slip shown in form 50 for the description
of the property. These slips measure 5½ x 11 inches. When printed
these forms can be put up in pads. They are written up, one for
each deeded piece of land, arranged in order, and copied into the
book, and the entries are checked by the original deeds.
22-6. The property record outlined in form 47 is one used in an
office which controls large tracts of land of varied character and
widely distributed. It is a bound book and the data were compiled

F orm N o. 50— Listing slip
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by the use of the land list shown in form 50. As no other lands were
acquired, the bound book form has not been found inconvenient,
though the entries relating to taxes have overflowed the space al
lotted to them.
The sheets used in this record are 21 inches wide and 17^
inches deep, making a book 42 inches wide when open, the record
running entirely across the folios. The books from which these
dimensions are taken form a series in which lands in some thirty
different counties are recorded.
Each page is headed with the name of the county in which the
land lies. The horizontal ruling is in faint blue with five lines to
the inch, every ninth line being ruled in heavy purple. No more
than one section of land is entered in the space between the purple
lines.
Columns 5 to 9 are frequently of great use in showing the source
from which the particular land was acquired—a record often help
ful to have at hand. Columns 11 to 14 are required in cases where
it is convenient to show through whom title has passed. This in
formation is especially useful in some states where land is held
under tax titles of more or less uncertain value. If these columns
are omitted, a double set of “taxes” columns may be inserted.

22-7. The property ledger shown in form 48 was devised for a land
company owning wild lands and city property; it is practicable for
both classes. The size of the sheet shown is 9% x 11% inches,
although many prefer 11 x 12 inches. The blank heading is of
sufficient size to allow an ordinary description to be given at length.
The back of the sheet provides for a record of taxes paid and ex
penses incurred.
22-8. The timber land record shown in form 49 was arranged for
a southern estate consisting of pine lands, the title to which rested
in sundry persons. It provides for the following special points:
1. Plats of the lands described—this information being permitted by
the large headings.
2. Particulars as to turpentine and logging, etc.
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3. The record of the tax assessor’s description in the tax statement on
the reverse side of the sheet.
As a considerable part of these lands lay in large grants and the
descriptions were by metes and bounds, the tax assessor’s descrip
tion was merely the book and page on which was recorded the deed
conveying the piece to be taxed. Until this information was entered
on the property record, there was constant difficulty in assigning
to a particular property any item of taxes paid.

22-9. This form was used with the land list shown in form 50
and, as the lands were being continually used for grazing, logging
and turpentine, it proved very satisfactory.
Whatever form of property record is adopted, great care must be
taken to ensure the entry of all particulars of a general nature, such
as quality of soil, timber, minerals, etc.; also all options, leases or
privileges of any kind which may have been granted, as well as the
receipt of any consideration therefor, either on the principal account
or on the memorandum income account.

22-10. As will be noted, apart from its other uses the property
ledger forms a perpetual inventory of what is practically the mer
chandise of a real-estate concern. One of the pleasant features of
real-estate accounting is the comparative ease with which an ab
solutely correct record of everything on hand can be maintained.
All the property records shown here provide for the entry of de
tails regarding taxes as well as of land descriptions. Thus the value
of such a record increases with its age. The forms must be modified
to meet local conditions. It is important to have such a complete
record, but it is often overlooked.

22-11. Property Ledger, City Properties.

It is beyond question that the most convenient form for the record
of city properties is a loose-leaf book. As already stated, the property
ledger shown in form 48 (see par. 22-1) is suitable for this purpose.
The city property ledger shown in form 51 is also suitable. The
latter form provides for the entry of all essential information and is
almost self-explanatory. Particulars as to appraisals and selling price
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may be entered in the “remarks” division, while expense and re
ceipts may be put on the back as memoranda.
22-12. Method of Writing Up City Property Ledger.

The most convenient method of arranging the city property ledger
is to keep together all sheets relating to the same subdivision, ar
range them in alphabetical or geographical order as may be desired,
and to separate them by blank sheets of heavy paper, to each of
which is attached a movable index tag giving the name of the plat
referred to on the sheets following. This method gives immediate
access to the records of any piece of property of which the descrip
tion is known. If the name of the vendor is known, reference to the
property index (form 62, page 212) will give the subdivision; while,
if only the street address be known, the property can be traced by
means of the rent record given in form 79 (page 271).
Such an arrangement assists the auditor materially, as it prevents
duplicate entry of any piece of property and provides for entry in
one place of all mortgages on any property—matters which could
not be easily determined under any other plan.

To illustrate, let us suppose that a piece of property is described
in several ways, such as “part of lot,” or “north ½ of lot,” or by
metes and bounds. Quitclaim deeds to the property may be ob
tained, in each of which a different form of description is used. If
the property ledger were arranged in the order of the dates of deeds,
or in alphabetical order by the names of grantees, separate mort
gages might be entered under the several descriptions, and one or
more might escape even a careful checking.
22-13. When writing up the property ledger sheet for any im
proved property, care should be taken to enter separately the value
of the land and the value of the improvements, even if this division
of the cost must be approximated. This information is necessary for
insurance purposes, in tax matters and to determine whether or not
depreciation should be charged—something considered more at
length under “depreciation” (Par. 1-5 and chapter XVI).

F orm N o. 51— (a) City property ledger (face)
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F orm N o. 51— (b) City property ledger (back)
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F orm N o. 52— Property ledger— English form
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Land bought and entered as wild land, or as a city block, may
subsequently be subdivided and replatted into small parcels. If the
subdivision contain a large number of lots, it is not necessary to
enter each separately on the property ledger, as these items can bet
ter be recorded on the tract books and ticklers discussed in para
graph 22-1 and chapter XVII.
If comparatively few lots result from subdivision or replatting, it
may be advisable to carry each lot in the property ledger on its own
account. In that case, the original account in the property ledger is
closed by a journal entry and new accounts are opened, one for
each lot of the subdivision. Care must be taken to divide properly
the cost among the new lots.
22-14. The property ledger shown in form 52, given as an alterna
tive method of recording property, is entirely different from the
property ledgers already shown. It was designed for English prac
tice—a fact which accounts for the small space reserved for rents,
which in that country are generally paid quarterly.

22-15. Depreciation Record.

Good accounting requires and the treasury department demands
that a detailed account be kept of depreciation charged on all build
ings. This may be done on a form providing columns to contain the
twelve classes of entries shown in par. 16-7.
The depreciation record may be in a stock bound column book
containing 12 columns.
The total of column 9 gives the amount to be charged to deprecia
tion and credited to reserve for depreciation for this group of prop
erties.
Depreciation on equipment may be shown in a similar manner
when required.
22-16. Subdivision Histories.

Various tracts are frequently joined together to form one tract
or one subdivision. They may have been acquired at various times
from various owners, and it is essential that a clear record should
be maintained of all transactions. The tract may be developed in

F orm N o. 53— Depreciation record
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units or various changes may be made in it and, without such a
record, it is difficult—or impossible—to establish the proper cost
price for any portion.
Where many subdivisions are handled in one office a separate
history should be prepared for each one in a form such as the fol
lowing:

Originally carried as property No. 275
2811
Nocatee Farms
Transfer to Nocatee purchase 1916
Owned by the concern
Commenced in 1914 report. Bought from Union Bank. Tracts 5 acres
each.
(No. 275) 3,800 acres bought from Union Bank for $11,670.
Payable
October 1, 1914, $2,000
Quarterly payments $1,000 each, with interest at 8% per annum.
(No. 2811) 160 acres bought from J. Summer for $958.75.
Up to April 30, 1917, all profits based on cost of $3.00 per acre.
There are 3,890
160 4,050 acres
Cost bank ..................... $11,670.00
“ Summer ...............
958.75
Interest to bank.............
953.10
“
estimated on un
paid balance ....
200.00 $13,781.85
or, say
$4.00 per
acre
April 30, 1917 245 tracts unsold at $20.00..... $4,900.00
Purchase account ............. $4,438.85
Form No. 54—Subdivision history

22-17. Reports of Real-estate Transactions.

As it is highly important to keep accurate and complete accounts
of purchases, or of land acquired, and of sales a form similar to
form 55 may be used to record all particulars of land acquired, the
necessary changes to be made for purchases.
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The Alpha Land Company

Buffalo, New York
REPORT OF PROPOSED SALE

No........... :.........
....................................... 191

I have this day arranged to sell to.......................................................
..................................................... of .....................................................
the following described property owned by...........................................
Lot .................................................................................
Block .............................................................................
Subdivision .....................................................................
on which is situated ...............................................................................
The total purchase price is................................................. $...............
Payable as follows: Cash................................. $...............
Contract, payable $............. monthly............. $...............
First payment due...........................................
Mortgage, payable ......................................... $...............
He is also to assume mortgage, viz:
......................................................................... $...............

Making the total price of $...............
Interest is to be payable................... at the rate of................... per cent.
Commission of $................... payable to..................................................
Improvements:

The company agrees to erect for the purchaser a...................................
which is estimated to cost $....................... , which is to be added to the
above figures and is to be covered by the above payments.
................................................... Salesman
Papers drawn:
Entered, Property No.
Mtge. payable No.
Contract No.
Book tickler
Mtge. receiv. No.
Plat
Approved...........................................................
Form No. 55—Report of sale

22-18. Basic Price List.

A basic price list is a record showing the basic price described
in par. 6-9, from which is determined the profit on each sale in a
sub-division. Too much care can not be taken in the preparation of
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this record; and it should be on such good paper and in such a
substantial cover that it will withstand much handling, for reference
is made to it when entering each sale.
22-/9. Notes-payable Record. Notes-receivable Record.

The notes records are to contain particulars of each note given
or received. Any of the stock forms issued for this purpose may be
used.
22-20. Mortgage-interest Record.

The necessity for a record from which each mortgage may be
charged with interest as it becomes payable is obvious. The only
form required for this purpose is a book made of analysis paper
and having at least twelve money columns, one for each month,
as indicated in form 56.
22-21. It is sometimes necessary to make monthly reports regard
ing mortgage interest. For such cases, form 56-a, taken from Eng
lish practice, is convenient and is particularly adapted to branch
offices which have to report to the home office or to other branch
offices at a distance. The forms required for interest payable are
identical with those for interest receivable.
NAME

No.

ADDRESS

Amount of
each note $
Lot
Block

Month

March
1926
1927
1928
1929

September
1926
1927
1928
1929

1930
1930
1931
1931
1932
1932
Form No. 56—Collection tickler (for semi-annual collections)

Day 14

F orm N o. 57— Mortgage interest payable register (small figures indicate day of month on which payments become due)
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Record of Deeds Received.

The object of the record of deeds received is, of course, to facili
tate reference to any desired deed. There are two forms in which
this record may be kept, one of which is a numerical index in which
there are columns for the following details: number of deed; name
of grantor; kind of deed, that is, warranty deed, quitclaim deed,
etc.; date of deed; place of recording deed; county; space for various
entries.
Form 58 may be used as an alternative. Although this form re
quires more writing than that described above, it saves constant
reference to the actual deeds, which should be kept in the vault.
The form chosen must depend on the preference of the person
keeping the record and on the requirements of his office. In a gen
eral way it may be said that the form first mentioned is better
adapted to the needs of a general land company which buys and
sells lands, while form 58 better serves the needs of those who hold
lands, not primarily for sale, but for investment, grazing, logging
or other similar purposes.

23.
22-

Record of Deeds Issued.

Special attention should be given to the record of deeds issued
(form 59), the object of which is to keep a permanent record of
every deed executed by the concern. This matter is often overlooked
in real-estate offices, but a little thought will show its importance.
No wholesale merchant will deliver goods without keeping some
record of the transaction; yet many real-estate offices, even though
doing a large business, fail to keep any distinct record of deeds and
similar papers executed and delivered.
24.
22-

Deeds Issued Record—Bound Book.

If all deeds given by a concern are to be of one form, it is best to
have them printed, numbered consecutively and bound in book
form on stubs. Each stub should provide appropriate spaces for the
following information:
Date of deed; name of grantee; consideration (both the actual
and the nominal, if they differ); terms of sale and method of pay
ment; description of property, with serial number; number of con-
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Warranty deed From Charlotte H.
To Annie Eliza Skinner
Holland and husband
Deed No. 5
Consideration: $1,000.00
Dated Recorded: Book “122” page 99
February 8, 1917
Conveys: Part of the Richard or Mill Re-recorded:
“3”
“ 236
grant
Sec. 52, T. 2 S.R. 27 E. 31.77
Beginning at a cedar stump
acres
on the left and S. bank of
the “Big Pottsburg Creek”
from which stump a cy
press tree 30 in. in diam
eter and marked with an
“X” bears S. 25 deg. E.
distant 19 links, etc. (bal
ance of description omit
ted).
Warranty deed from Daniel E. Thomas To Anne E. Skinner Deed No. 6
Consideration: $100.00 Dated No
vember 6, 1917
Recorded: Book “6,” page 322
Conveys: The most easterly 8 acres
of that certain 15-acre tract
conveyed by Uriah Bow
den and wife to Cornelia
Taylor, September 27,
1899.
Recorded in book “A L,”
pp. 733-4-5-6, being part of
the F. Richard grant
T. 2, S. R. 27 E.
8 acres
having been conveyed to the grantor
by O. B. Taylor, April 11, 1915.
Form No. 58—Record of deeds received

tract or mortgage in conjunction with which deed is issued; names
of parties executing the deed; name of person to whom deed is de
livered; any other papers delivered, such as releases, quitclaim deeds,
etc.
The blanks are filled in with ink. Care should be taken to com
pare the stub with the deed, when both are completed, and to have
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the stub initialed by the person responsible for the verification. In
the case of subdivision properties of large size, it is convenient to
have a separate deed book for each subdivision, with the name or
description of such subdivision printed on it.

22-25. Deed Record—Carbon Copies.

Another system of keeping office records of deeds issued is to
have the deed-form occupy a single page and to make a carbon copy
of each deed as it is issued. These copies are then arranged numeri
cally and filed in a binder. This system gives good results. The only
serious objection is that when a copy of a certain deed is demanded,
there is a strong temptation to remove it from the binder, with the
probability that it may not be returned to its proper place.
22-26. If various forms of deeds are used, the record may be kept
in a book prepared for the purpose. In addition to the particulars
already mentioned, this book should show the kind of deed given,
i.e., warranty, special warranty, quitclaim, etc. The record shown in
form 59 has been used for this purpose for many years by a com
pany whose head office is far distant from the local office in which
the business is transacted. The head office keeps a complete duplicate
set of records, copied originally from the local books and kept up
to date from the record of deeds issued.
22-27. invariable Rule Regarding Deeds Issued.
Whatever method may be adopted, no deed should ever be al
lowed to leave the office until a permanent written record of it is
made. At the time this may appear of little consequence, but in
real estate there is always a possibility that at some future time it
may be necessary to refer to the original transaction, and permanent
records are therefore even more necessary in this business than they
are in a mercantile or manufacturing enterprise.

22-28. Record of Contracts Issued.

The general remarks as to the importance of office records of
deeds issued apply also to the record of contracts; but the method
of keeping this record is somewhat simpler, because the important
particulars of each contract are shown by the entries in the con
tracts sub-ledger.

PROPERTY RECORDS

209

Deed
No..................
Date ..................................... From .....................................................
To ...........................................................................................................
Consideration $....................... Actual...................................................
Terms .....................................................................................................
Payable ...................................................................................................
Property: Tract book No........................................ Serial No................
................................................. County .................................................

Contract No.............................. Mortgage No..........................................
Other papers delivered.............................................................................
Executed by .............................................................................................
Delivered to ...........................................................................................
Total acres................................................. Value on lists $...................
Cashbook ............................................................. Gain $....................
Journal ................................................................... Loss $...................
Verified by .............................................................................................
Form No. 59—Record of deeds issued

It is a general practice, from which there should be no deviation,
to execute every contract in duplicate, the vendor and the pur
chaser each receiving a copy. If this is done and the copies are filed,
numerically or alphabetically, in the order followed in the contracts
ledger, and if the contract is entered on the property ledger, no
further record will be required.

22-29. Record of Options Granted.

The record of options granted is similar in all respects to that for
contracts. Three distinct records are required:
1. A copy of the paper executed.
2. Particulars in the sub-ledger.
3. Particulars in the property ledger.
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22-30. Fire-insurance record may be kept on one of the stock
forms, on such cards as form 30 (par. 17-25) or on a loose-leaf form
such as No. 60.
Property No........................
Located at...........................................................
Name of assured
Beneficiary
Company
Policy No.
Date written
Term
Date expires
Amount $...............
Rate
$
Premium $
Risk covered .......................................................

Special clauses attached.......................................

Written by .........................................................
Form No. 60—Loose-leaf fire-insurance record

22-31. Collection tickler is described in chapter XIII, which deals
with collections.
22-32. Subdivision Tickler.

In the case of subdivision properties, it is well to have a separate
tickler for each subdivision. The usual method of keeping this is
either on cards or in loose-leaf books, each tickler being accom
panied by a plat or map of the subdivision concerned. The plat
should show clearly all lots in the subdivision owned by the com
pany, those covered by option or by contract and those which have
been conveyed to purchasers or others. To distinguish these various
classes of lots, check marks of different colors may be used. Such
plats are not only of daily use to the office force but also display
clearly the facts which an auditor must have when verifying the
amount of property on hand, as against the amount of money
charged to such property in the real-estate ledger.

F orm N o. 6 1— Subdivision tickler
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A loose-leaf form of tickler is shown in form 61. One leaf (or
more) is devoted to a block (or corresponding division), and two or
three lines are allowed for each lot in that block. On these lines ap
pear the names of the purchasers, which in the case of time sales
are best written in pencil, as transfers or assignments are of fre
quent occurrence.
22-33. Lot register and record of realized profits are described in
chapter XX, dealing with profits.
Property Records

22-34. Property Index.
The purpose of the property index is to enable the bookkeeper
to turn to the records of any piece of property, though only the
name of the vendor is known. It furnishes a list of all real estate
acquired. It is convenient to number each piece of property consecu
tively as it is acquired, and to give it some descriptive title, as the
“Jones property”, the “Carsley Hill property,” or the name of a sub-

Form No. 62—Property index
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division of a larger property, as “Lake Side.” In any case, the name
selected is entered on the property index in the column headed
with the initial letter of that name, as indicated in form 62. Each
piece of property should be entered immediately upon receipt of the
deed. This index enables any employee, whether familiar with the
accounts or not, to refer promptly to any particular property.

22-35. Field Records.
It is often well to have a record of wild lands or of city lots,
which may be carried in the pocket. In such cases, the most con
venient form is a small loose-leaf book, 5 x 7¾ inches, in which
each page is devoted to one piece of property and shows the most
important particulars. For lands divided into United States town
ships, pocket plats may be used, on each page of which a skeleton
township is ruled.

22-36. An alternative method is to keep a card index, subdivided
so that it is possible to remove quickly all the cards relating to a
certain district and carry them when making an examination on
the ground. A record of this sort is shown in forms 63 and 63-a.
The particulars provided for are practically the same as those shown
in the loose-leaf ledger mentioned above.
Such records are almost indispensable, as much information can
best be obtained on the ground. With this pocket record, the de
sired information may be immediately entered in the proper place.
The record also forms a tickler which may be carried on inspection
trips or when showing properties to prospective purchasers.
PHYSICAL RECORDS

22-37. Plat Books.
Plat books are composed of plats of the lands described in the
property ledger. In those states in which the United States town
ship plan prevails, these plats can be most easily shown on the official
government plats of each township, which may be obtained from
the United States land offices and should be mounted on canvas
before being bound. By the use of varied tints, different interests and
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Forms Nos. 63-63A—Card property record
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different conditions may be more conspicuously shown on these
plats than in a written record, although the property ledger must
furnish the necessary information.

22-38. Wall Maps.

Wall maps should be of large scale and mounted on a backing
sufficiently substantial to permit handling, marking lots and the in
sertion of colored pins to indicate sales, reservations, etc. (par. 6-7).
22-39. Lot Registers are discussed in chapter XX, on profits.
22-40. Current Price Lists.

It is important that the accounting department be furnished with
current price lists and that it be notified of any changes which are
made from time to time. Otherwise it will be impossible for that de
partment to verify the accuracy of sales reported to it or for the
management to be assured that the authorized prices are being
maintained.
22-41. Equipment Record.

An equipment record may be kept on one of the stock forms sold
by stationers. It should show the
Character of equipment
Original cost
Date acquired
Additional expense
Portions sold
Rate of depreciation
Amount of depreciation charged off periodically
Depreciated value
Particulars as to insurance, if any.
Form No. 64—Equipment record

Miscellaneous Records

22-42. Trial Balance Book is discussed in chapter XXIII.
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22-43. Bank Reconciliation Book.
It is usual for the bookkeeper to reconcile the balances shown on
his cashbook with those shown on bank statements, but such recon
ciliations are generally kept on separate sheets. A far better prac
tice is to keep a rough journal for this purpose, in which will be
entered all such statements, showing the cashbook balance, the
balance of the bank statement, all outstanding cheques and other
items necessary to reconcile the two.

22-44. Expense Analysis Books.

When it is desired to analyze in detail any of the expense ac
counts, the ledger should not be burdened with the necessary num
ber of accounts, but the analysis should be made in a columnar
book. In the first column will be placed the accounts to be analyzed,
while the remaining columns will be headed with the names of the
subsidiary accounts which it is desired to identify.
This book is invaluable in analysing such accounts as general
expense and construction accounts. If these accounts be subject to
estimates, or to a budget, the amount allowed for each item may
be placed at the head of a column so that a glance shows the rela
tion of the expenditures to the estimates.
22-45. Index of Customers.

When a concern wishes to communicate with all its customers
and the names of such customers may be scattered through a number
of different records, there should be an index showing the name of
every customer. To this there may be added the names of “pros
pects.” This may be kept on a finely divided index, obtainable from
commercial stationers, or on a small loose-leaf ledger. A card index
is dangerous because cards are often taken out for some purpose
and are not returned.
Whatever form may be selected, the record should contain the
name of everyone to whom a contract or a deed has been issued,
for no other single record contains this information—some names
are in the current sales ledger, some in the sales ledger transfer and
some in the record of deeds issued.

CHAPTER XXIII
Periodical Reports

23-1. The Object of Bookkeeping.

The whole object of keeping accounts correctly is to render possi
ble the preparation of statements which will show to those who are
interested the business which has been transacted and the results
which have been obtained. These statements are usually submitted
in the form of reports, which may be rendered for any period de
sired but are generally prepared at the close of each month and at
the end of each fiscal year.
23-2. Reports Based on the Trial Balance.

While reports frequently include statistical information, such as
the number of sales, the quantity of real estate sold and, possibly,
some brief description of it, with other information which varies in
different cases, the basis of such reports is financial. It is taken from
the books of account, of which the trial balance is a summary and
it is this fact which gives to that document its importance.
23-3. The trial balance takes many forms in practice, from a rough
pencil memorandum on scratch paper to an elaborate typewritten
document crowded with detail. As is often the case, the middle of
the road offers the best path and, as suggested for analysis books in
par. 22-44, it is advisable to relieve the general ledger of an excess of
detail accounts through the use of analysis books.

23-4. While the trial balance is only a statement showing the
balance of the accounts in the ledger, it is possible to arrange those
accounts in groups so that the resulting statement gives, on its face,
much of the information to be shown in the periodic report. For
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many years I have used and recommended the use of a permanent,
classified, four-column form of record.
5.
23-

Requisites.

The requisites are a ring binder to take paper either 11 inches or
14 inches in depth, as may be preferred by the bookkeeper, and a
supply of paper 8½ inches wide to fit it, with four money columns
on the left-hand side of each sheet and a narrative column on the
right-hand side. The accounts in the ledger are arranged in groups,
as suggested in par. 21-7, and the numbers and names of the ac
counts are typed on the sheets, each group having its own sub-total.

236.
“Short leaves” are also provided to fit the binder. Each one is
ruled with four money columns, corresponding with those on the
sheets of full width. The opening balances are entered on the wide
sheets, which serve for an entire year and save the re-writing of
account names each month, and each month the total debit entries
and the total credit entries in each account are entered in the left
hand pair of columns on a short leaf sheet. The resulting balances
are shown in the right-hand pair of columns, as in form 65.

237.
This work is facilitated if there be used the four column rul
ing in the general ledger, recommended in par. 21-7; and the ac
counts should be arranged in the ledger as suggested in par. 21-8.
The object is to show all changes which have occurred during the
month and to indicate clearly whether the condition of each account
has been strengthened or weakened during that month. For ex
ample: Have the collections on accounts receivable been equal to or
less than new accounts which have been assumed? Do the collec
tions on contracts bear a proper ratio to new contracts issued? Ob
viously, it is far more illuminating to show such changes on the face
of the statement than merely to show the final balances, as was
formerly the general custom.
23-8. If no instalment sales be involved, the trial balance can be
arranged to show, approximately, the business transacted and the
profit or loss resulting. If there be instalment sales involving un-
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23-9-a.
TRIAL

2

I

Transactions in
June

Cr.

Dr.

$ 252
111
1,750
165
75
130
100
450
140
410
160

00
00
00
00
00
00
00
00
00
00
00

75
110
110
400
900
80

00
00
00
00
00
00

55
65
145
180

00
00
00
00

31 00

$6,403 00

$54 00

$13 00

BALANCE----- JUNE 30, 1934

4
Balances on
June 30, 1934

3

Cr.

Dr.

$ 1,510
750
8,100
990
150
1,300
1,100
1,400
830
1,100
900
500
1,310
1,800
1,400
5,400
500
750
570
1,150
640

Expenses

1

00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00

3
5
7
9
11
13
15
21
23
25
31
33
35
39
41
43
45
47
49
51

Advertising
Automobile expenses
Commissions
Depreciation
Directors’ meetings
Expenses—general
Expenses—legal
Expenses—subdivisions
Insurance in force, etc.
Interest
Life insurance
Postage
Rent
Repairs
Salaries—office
Salaries—officers’
Stationery and printing
Telegrams and telephones
Taxes
Transportation
Travel

$34,370 00
Earnings

23-9-b.
81 00

143 00
480 00
745 00
1,300 00

541
3,400
4,500
11,800

00
00
00
00

71
73
75
81
85

15 00

1,050 00

7,400 00

$107 00

$4,718 00

$37,641 00

Cancellation profits
Commissions earned
Interest
Profits realized (on closed
transactions)
Rents

Form No. 65—Trial balance

LAND ACCOUNTS

220

23-9-C.
TRIAL BALANCE---- JUNE 30, 1934

1

1

4
Balances on
June 30,1934

3

Transactions in
June
Dr.

Dr.

Cr.

$ 1,100 00 $ 1,500 00
450 00
110 00

9,522 00

1,800
8,400
1,200
1,100
3,500
500
950
1,100
740

00
00
00
00
00
00
00
00
00

3,400 00

1,100
5,060
6,700
7,550

00
00
00
00

1,100 00

1,100 00
7,000 00 13,500 00

6,300
910
570
1,400
110
630
120

00
00
00
00
00
00
00

4,800 00

310 00

160 00

1,130 00

1,150 00

980 00

ASSETS

Cr.

$ 1,500
1,110
1,600
16,000
9,511
1,800
7,600
46,500
37,000
43,700
31,500
15,000
3,800
3,100
1,600
850
55,000
61,000
75,000
80,000
14,000
9,900

00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00
00

48,000
1,800
1,430
3,100
760
1,560
5,400
100
810
150
800

00
00
00
00
00
00
00
00
00
00
00

101 Accounts receivable
103 Advances to salesmen
105 Automobile
107 Buildings—city
109 Cash
Cash in escrow
III
113 Construction
115 Contracts—general
117 Contracts—subdiv. A
119 Contracts—subdiv. B
111 Contracts—subdiv. C
113 Dividends paid
125 Equipment
117 Improvements
119 Interest receivable
131 Judgments
135 Lands—acreage
137 Lands—city
139 Lands—subdivision A
141 Lands—subdivision B
143 Lands—subdivision C
145 Lands—subdivision C undeveloped
147 Mortgages receivable
149 Mortgage—expenses
Mortgage—insurance
153 Mortgage—interest overdue
155 Mortgage—taxes
157 Notes receivable
159 Office—furniture and equipt.
161 Petty cash
163 Prepaid insurance
165 Prepaid licences
167 Rent cash

$50,161 00 $50,610 00 $587,511 00

Form No. 65—(Continued)
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23-9-d.
TRIAL BALANCE---- JUNE 30, 1934

2

1

4
Balances on
June 30, 1934

3

Transactions in
June

Cr.

Dr.

Dr.

$15,000 00
$ 1,270 00 $

800 00

145 00

1,170 00

850 00

5,000 00
1,320 00
1,150 00

100
5,400
700
3,000
1,310
1,100
570

00
00
00
00
00
00
00

LIABILITIES

Cr.

$ 7,150 00 101
50,000 00 103
205
3,500 00 107
13,300 00 109
111
670 00 113
3,100 00 117
111
13,000 00
18,000 00 ^3
14,000 00 ^5
44,000 00 231
14,000 00
3,680 00

710 00

$10,555 00 $13,090 00 $16,170 00

233
235
237
239

Accounts payable
Bonds issued
Bonds retired
Commissions, contingent
Contracts payable
Customers
Dividends unpaid
Interest payable
Lot sales at cost:
Subdivision A
Subdivision B
Subdivision C
Mortgages payable
Mortgages int. overdue pay.
Notes payable
Options granted
Overdue mtg. int. payable

$194,600 00

NET WORTH

23-9-e.
30 00
600 00
1,100 00

301

150,000 00

331
333
335
337

8,100 00

46,000 00
13,170 00
$ 1,730 00 $ 475 00

Reserve for dep.— building
303 Reserve for dep.—fur. & fix.
305 Reserve for dep.—equipment
307 Reserve for dep.—auto
309 Reserve for develop—sub. A
311 Federal income tax
311 Unrealized profits

00
00
00
00
00
00
00

1,400
1,080
760
1,300
8,400
1,100
78,800

475 00

Capital stock
Treasury stock
Surplus
Undivided profits

$ 8,100 00 $414,110 00

Form No. 65—(Continued)
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23-9-f.

TRIAL BALANCE---- JUNE 30, 1934

SUMMARY

I

4
Balances on
June 30, 1934

3

2

Transactions in
June
Dr.

$ 6,403
107
50,162
10,555
1,730

Cr.

Dr.

54
00 $
00 4,718
00 50,620
00 13,090
00
475

00 $ 34,370
00
00 587,511
16,170
00
8,100
00

SUMMARY

Cr.
00

00
00
00

$ 37,641 00

p. 1
1

194,600 00
414,110 00

3
4
5

Expenses
Earnings
Assets
Liabilities
Reserves—net worth

$68,957 00 $68,957 00 $646,351 00 $646,351 00

Form No. 65—(Continued)

realized profits, the approximate results can be shown by adding to
the results indicated by the trial balance a percentage of the collec
tions on such sales.

23-9. Illustration.
In order to illustrate, there appears on pages 219-222 such a trial
balance as might be taken from the ledger of a real-estate concern
of moderate size doing a general business, the books having been
closed on December 31, 1933, with comments on some of the more
important accounts. Columns, 1, 2, 3 and 4 are on the short leaves
above mentioned.

23-10

Expenses

Expenses call for little comment. The number of the accounts may
be reduced or increased, as the needs of the case may indicate.
Account No. 25, life insurance, represents insurance premiums
paid on the life of the president. It is preferable that such premiums
be charged to expenses and not, as is sometimes done, shown as an
asset in the balance-sheet. If it be insisted that the balance-sheet con
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tain such an item, the figure shown should be the cash-surrender
value of the policies at the date of the balance-sheet:

It will be seen that the total expense for June is $ 6,403
against which there are credits amounting to
____ 54
leaving the net expenses for the month
$ 6,349
and for the period of six months
$34,370

23-11

Earnings

As has been stated in par. 7-1,18-3 et seq. sales may be divided into
two classes, namely, (1) closed transactions in which the total con
sideration is paid at once and on which the profits are considered as
realized immediately and (2) sales in which the payment is spread
over a period and on which the profits are realized only as such
payments are received by the vendor. This classification applies
equally to all varieties of sales, whether they be of acreage, of city
property or of subdivision lots, and the profits in class 1 can be car
ried at once, through a journal entry to realized profits, as shown in
par. 7-7 and 21-9. If such sales be recorded through a sales journal,
a special column can be provided in which they may be entered and
so kept distinct from sales of class 2.

23-12

Realized Profits

The section, realized profits, of the trial balance shows the collec
tions on all sales which are not regarded as closed transactions. In
the case of subdivisions, the profit on the sales in any one subdivision
is usually fairly uniform. In the present instance, let us suppose that
the cost of lots in subdivision “A” is one-sixth of the sales price; in
“B” it is one-fourth and in “C” one-fifth of the sales price. Then the
realized profits on collections, respectively, will be five-sixths for
“A”, three-fourths for “B” and four-fifths for “C”. If we apply these
ratios to the collections shown in ledger accounts Nos. 117, 119 and
121 we find that the realized profits on these sales for June were:
“A” five-sixths of
$5,060 or $ 4,216.66
“B” three-fourths of 6,700 or
5,025.00
“C” four-fifths of
7,550 or
6,040.00
$15,281.66
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27-13

Profits for June are, approximately,
Earnings, per trial balance ($4,718-$107)
Profits realized, as above

$ 4,611.00
15,281.66

$19,892.66
Less, expenses per trial balance ($6,403-$54)
6,349.00

Total profit for June
23-14

$13,543.66

Other Monthly Statements

While the net results of a month’s business as shown above is the
main purpose of monthly statements, subsidiary statements are fre
quently illuminating, such as the following:
Cash Statement, showing the total cash received, the source from
which it has come, the purposes for which it has been disbursed and
the balance remaining.
23-15. Analysis of Sales. Especially in the case of subdivisions such
an analysis as the following may be prepared:
Number of lots sold.......................
For cash
On time
Options

$....................
$....................
$....................
Total

$....................

Average price per lot $.................... $...................
Estimated gross profit
$....................
Sales by salesmen:Salesman A
$....................
“
B
$.....................
“
C
$.....................
etc., etc.
The cancellations have numbered..................................... and
amount to $...................
Form No. 66—Monthly analysis of sales
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23-16. Analysis of Contracts Accounts may be in such form as
the following:

Balance due on contracts at the beginning of the month $...................
New sales:
For cash $...................
On time
$................... $...................
$...................
Less:

Collections
Discounts
Allowances
Cancellations
Total deductions

$...................
$...................
$....................
$....................
$...................

Balance at the close of the month $...................
Form No. 67—Monthly analysis of contracts

Where purchasers are widely scattered, as often happens in the
time of “booms”, reports may be made showing their distribution
by states, counties or towns.
Assets

23-17. No. 101 Accounts Receivable account is intended to receive
entries regarding transactions which do not fall under any of the
other headings.

23-18. No. 103 Advances to Salesmen, as stated in par. 15-6, should
be discouraged or disallowed entirely. In the example $450 had
been allowed in June, while $220.00 had been earned by salesmen
through payments received from purchasers.
23-19. No. 105 Automobiles are shown at cost, as are all the other
equipment accounts. The depreciation is shown on the liability side
of the trial balance.

23-20. No. 107 Buildings account shows the cost, or estimated
value, of buildings owned by the concern and situated on the city
property shown in account No. 137. Depreciation appears in account
No. 301.
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23-21. No. in Cash in Escrow.

Frequently deeds and cash are placed with a trustee in escrow,
pending the completion of certain transactions or the occurrence of
stated events. These sums appear in a specific account.
23-22. No. 113 Construction account is intended to receive entries
relating to new buildings which are being erected by the concern
and, on completion, will be transferred to account No. 107.
23-23. Nos. 115, 117, 119, 121 Contracts.

The contract accounts show, respectively, the amounts unpaid on
each class of contract and must be in agreement with the total
balances as shown by the trial balances of the several contract sub
ledgers.
No. 127 Improvements.
It may be desired to make certain improvements to property, such
as acreage, or to groups of lots, the final distribution of which can
not be determined until after completion. Such items should be en
tered in an improvements account, which is in the nature of a
suspense account.

No. 129 Interest Receivable account shows the interest due to the
concern. It may be interest which has been collected or that which
has accrued and is collectible, depending upon the method which is
followed in the accounts.

No. 131 Judgments.
In the foreclosure of mortgages, contracts, etc. judgments may be
obtained against debtors and such judgments are carried in a special
account.

23-24. No. 135 Land—Acreage.

The acreage account shows the cost of all acreage land owned by
the concern. In the example, it is charged with all purchases and
credited with all sales, so that the balance represents the cost of land
remaining on hand. The account may be divided to any extent
desired, so as to show holdings by counties or according to the
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character of the land, such as farming, timber, mining, etc. In the
case of pine timber lands, it may be desirable to show separately
the values of the timber, the turpentine rights and the soil, as ex
plained in par. 3-9.
If desired, sales, instead of being credited to this account, may be
credited to a “land sales” account, which shows continuously the
amount of sales made and, usually, is credited to the land account
whenever the books are closed.
23-25. No. 137 City Property account is similar to No. 135, acreage
property, and may be treated in precisely the same manner.
23-26. Nos. 139, 141, 143 Subdivision Properties accounts show the
cost of a subdivision and when development is completed. Generally
the amount remains unchanged until the entire subdivision is sold.
This class of account must be considered in conjunction with ac
counts relating to sales of lots and to reserves for development (Nos.
221,223, 225, 309, etc.). This is explained in the following chapter,
in which the balance-sheet is discussed.
23-27. No. 161 Petty Cash.

A round sum should be placed in petty cash, sufficient to care for
current needs, and the amount usually remains unchanged. A pettycash account should be kept on the imprest system.
23-2S. No. 163, 165 Prepaid Expenses accounts represent premiums
and licences which have been paid in advance. Occasionally, taxes
may fall under a similar head.
No fixed rule can be given for these accounts. If the amounts can
be estimated for a year, one-twelfth of the estimated amount should
be charged each month to “insurance” or “licences” and credited to
this account, which is charged with all premiums and licences as
they are paid. If it be impossible to determine the amounts in ad
vance, payments must be charged to insurance, licences, etc. as they
are made, and, when the books are closed, a statement can be pre
pared to show the unearned portions of such amounts, which can
be carried to the balance-sheet.
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23-29. No 167 Rent Cash account is intended to show the amount
held on account of rents collected for clients, as described in chapter
XXVII.

23-30. No. 145 Subdivision “C”, Undeveloped.

Only a portion of the tract owned was developed as unit No. 1 of
subdivision “D”, and the undeveloped portion is carried in a separate
account.
23-31. Nos. 149, 151, 153, 155 Mortgages Receivable.
In the example each of the various charges made against mort
gagors is shown separately. This is generally advisable if the number
of items be large. In any event such charges should be kept and
shown apart from the principal amounts due. It must always be
remembered that in time sales it is not the amount of money re
ceived on such a sale which serves as a basis on which to calculate
the realized profits but it is rather the amount by which payments
reduce the principal remaining unpaid.

23-32. No. 157 Notes Receivable call for little comment. In this ac
count any notes received which are not secured by mortgage or
contract are entered.
Liabilities

23-33. No. 201 Accounts Payable Account shows the amount of
current bills unpaid and, if a voucher system be maintained, it is
often known as a voucher account or as unpaid vouchers. It is
credited with all vouchers or accounts payable as entered and is
charged with all payments made thereon which appear in the cash
book.

23-34. No 207 Contingent Commissions are discussed in chapter
XV. In the example insufficient first payments on sales have resulted
in contingent commissions to the amount of $800, while receipts on
former sales have been sufficient to warrant the payment of $1,250.00.

23-35. No. 209 Contracts Payable are contracts which the concern
holds on lands which it is buying. Their treatment calls for no
special comment.
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23-36. No. 211 Customers.
The concern frequently pays expenses on behalf of the clients,
such as taxes, legal expenses etc. These are charged in a special ac
count and, if there be a rent department, the balances due to clients
may be included. Unless the number of such clients be very small,
a sub-ledger for their accounts should be maintained.

23-37. No 213 Dividends Unpaid are dividends which have been
declared but, for lack of address or some similar reason, have not
been paid.
23-3S. No. 217 Interest Payable Account is the reverse of No. 129,
and in it is entered all interest payable except that on mortgages.
Like No. 129, it may be kept on the cash or on the accrual basis,
whichever be desired.

23-39. Nos. 221, 223, 225 Lot Sales Accounts are credited with the
cost of all lots sold in the subdivisions mentioned. When the balance
of any one of these accounts is deducted from the balance of the
corresponding account, Nos. 139, 141, 143, the remainder is the cost
of lots remaining unsold.
23-40. Nos. 231, 233 Mortgages Payable.
The treatment of mortgages payable is similar to that given
mortgages receivable. In the example, interest fell due and was paid
in June, to the amount of $1,320, while new mortgages had been
made for $3,000 and mortgages had been paid off amounting to
$5,000.
No. 235 Notes Payable Account shows any notes given by the con
cern which are not secured by real estate.

23-41. No. 237 Options Granted Account shows the total amount
received from prospective customers on options or “binders”. No
receipts occurred in June, but options amounting to $720 had been
converted into sales of some form. Directions for keeping accounts
of these sales are given in par. 7-10.

23-42. No. 239 Overdue Mortgage Interest Payable Account is cred
ited with all interest on mortgages payable by the concern as it falls
due, while all payments of such interest are charged to the account.
The balance is the interest which has matured and remains unpaid.
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If the interest on mortgages and bonds remain fairly constant
throughout the year, one-twelfth of it should be charged to interest
each month and credited to such an account as No. 239.
23-43. Nos. 301, 303, 305, 307 Reserve (or provision) for Deprecia
tion is credited, periodically, with the amount of depreciation
chargeable on buildings and various forms of equipment. This
amount is charged to No. 7, depreciation.
23-44. No. 309 Reserve for Development represents the estimated
amount to complete the development of subdivision “A” which was
included in the cost of the lots. To it are charged all expenditures
made for this particular purpose. Under the current ruling of the
treasury department, such accounts can not remain open longer than
five years. (See par. 4-9 et seq.)

23-45. No. 311 Federal Income-tax Account is credited each year
with the amount of tax due. It is charged with payments as made,
whether quarterly or otherwise. In the example, $2,200 of the tax
for 1932 remains unpaid.
23-46. No. 321 Unrealized Profits Account is credited each month
from the sales journal with all the unrealized profits on sales. It is
charged with cancellations as they occur and, at the end of a fiscal
period, is charged with the amount of the profits which are found to
have been realized, as described in chapter XX.
23-47. Nos. 331, 333 Capital Stock and Treasury Stock.
In the real-estate business, perhaps more often than in others, its
own capital stock is sometimes acquired by a corporation, frequently
in exchange for property. Such stock is treasury stock and must not
be confused with unissued stock, which need not appear on the
ledger.

23-48. No. 335 Surplus represents only profits which have been
earned and not distributed. It should never include surplus arising
from re-appraisals, which should be shown separately. See chapter
XXIV.
23-49. No. 337 Undivided Profits represents earnings of former
periods which have not been distributed or reserved for any special
purpose.

CHAPTER XXIV
The Balance-Sheet and Annual Reports

24-1. Form of balance-sheet. The general form in which a balancesheet should be prepared is now so widely recognized that it is
unnecessary to discuss it here. It is sufficient to say that a concern
should follow as closely as possible the lines laid down in the
pamphlet prepared by a committee of the American Institute of
Accountants and published and approved by the federal reserve
board, entitled Verification of Financial Statements.
The typical trial balance given in form 65 is dated June 30th, and
I now submit a balance-sheet of that date and a profit-and-loss state
ment for the six months beginning January 1st, with such comments
as appear to be necessary.

24-2. Before preparing such a statement, all accounts should be
carefully examined; all worthless contracts, mortgages and notes
should be written off; the correctness of the trial balances of all
sub-ledgers should be proved; the lists of real estate owned—which
is the inventory of a real-estate concern—should be verified; and the
sales department and accounting department should compare their
records and see that they are in agreement.
The balance-sheet will then take a form similar to form No. 68.
It will be seen that this statement is a logical and conventional ar
rangement of the figures which appear in the trial balance.
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24-3.
ASSETS
Cash in banks.......... . ......................................................... $ 9,511
Cash in escrow....................................................................
1,800
Petty cash............................................................................
100
Rent cash.............................................................................
800

8888

Notes receivable.................................................................
Accounts receivable...........................................................
Interest receivable..............................................................
Customers............................................................................

8888

BALANCE-SHEET

2,560
1,500
1,600
1,270

$ 48,000
1,800
1,430
3,100
760

00
00
00
00
00

56,190 00

46,500
37,000
43,700
31,500

00
00
00
00

158,700 00

Automobiles—at cost................
Less depreciation

2,600 00
1,300 00

1,300 00

Equipment—at cost................
Less depreciation

3,800 00
760 00

3,040

00

5,400 00
1,080 00

4,320

00

Mortgages—receivable
“ —expense. .
“
—insurance.
“
—interest. .
“
—taxes.. . .

Contracts—general...............
“ —subdivision “A”
“ — do
“B”
“ — do
“C”

Furniture and fixtures at cost...
Less depreciation

Real estate, per exhibit A-2 attached
Advances to salesmen.........................
Judgments...........................................
810 00
Prepaid expenses—insurance..............
“
“ —licences..................150 00

Form No. 68—Balance-sheet

156,900 00
1,110 00
850 00

1,070 00
$504,842 00
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LIABILITIES
Accounts payable............................................................ . $ 7,250 00
Notes payable..................................................................... 16,200 00
Contingent commissions....................................................
3,50000
Dividends unpaid.......... ....................................................
Interest payable.............................................. ..................
Options granted..................................................................

Mortgages payable.......................
Overdue mortgage interest

670 00
3,200 00
3,68000

$ 44,000 00
......................

44,000 00

Contracts payable...............................................................

13,30000

Bonds issued (authorized $75,000.)..........
Bonds retired..............................................

50,000 00
15,000 00

35,000 00

Provision for federal income tax......................................

4,725 88

Unrealized profits...............................................................

43,80000

Net Worth:

Capital stock (authorized $300,000.) . . 250,000 00
Less treasury stock.............................
8,200 00
241,800 00
Capital surplus........................................
5,000 00
Surplus from appraisal........................... 15,000 00
Surplus paid in........................................ 26,000 00
Undivided profits Jan. 1, 1934
$23,170 00
Less dividends paid. . . . 15,000 00

8,170 00

Profits for 6 months ended June 30, 1934
12
329,516 12
$504,842 00
Contingent liabilities—none
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24-4.
REAL ESTATE
Real estate, all shown at cost
Acreage land................................................................... $ 55,000 00
City lots.......................................................................... 62,000 00
“ buildings.......................................... $ 16,000 00
Less depreciation............................
1,400 00
13,600 00

Subdivision “A” cost.............................
Less reserve for completion...........
Less sales at cost............................

75,000 00
8,40000
66,600 00
23,000 00

43,600 00

Subdivision "B” cost.............................
Less sales at cost............................

80,000 00
18,000 00

61,000 00

Subdivision “C” cost developed portion
Less sales at cost............................

14,000 00
14,000 00

Subdivision “C” undeveloped...............
9,900 00
House under construction..............................................
Undistributed improvements on acreage......................

9,900 00
7,60000
3,200 00

$156,900 00
Form No. 68—Balance-sheet

246.
Real estate is shown in a separate exhibit, as the inclusion of
the detail involved would tend to confuse the balance-sheet. Income
tax, while calculated for the half year, is set up under “provision for
federal income tax” because it is not finally determinable, or payable,
until the end of the fiscal year. When that time arrives, the amount
should be shown among the liabilities as “federal income tax” as
it is then a definite liability. If its determination involves some
questions as to which the answer is uncertain, this fact should be
set forth in the comments and then the term “provision for estimated
income tax” may well be used.
On the liability side of the statement, certain important facts are
added as to the amount of bonds and of capital stock which are
authorized. Dividends paid are shown as a deduction from un
divided profits.
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24-5.
For the six months ended June 30, 1934.
Income (earnings or revenue)

Cancellation profits..................................... $ 54200
Commissions earned................................... 3,400 00
Interest receivable...................................... 4,50000
Profits on closed transactions...................... 21,800 00
Rents............................................................ 7,400 00
Realized profits on collections.................. 35,00000 $72,64200
Expense

Advertising.................................................
Automobile expense...................................
Commissions...............................................
Directors’ meetings....................................
Expenses general.........................................
"
legal............................................
“
subdivision.................................
Insurance, fire, liability, etc......................
Interest payable....................... ..................
Life insurance..............................................

1,520 00
75000
8,100 00
250 00
1,30000
1,100 00
1,400 00
830 00
2,200 00
900 00

Postage........................................................
Rent.............................................................
Repairs.........................................................
Salaries, offices............................................
"
officers’........................................
Stationery & printing................................
Taxes............................................................
Telegrams & telephones.............................
Transportation............................................
Travel..........................................................

500
1,320
1,800
2,400
5,400
500
1,560
750
1,150
640

00
00
00
00
00
00
00
00
00
00

34,370 00

Net profit for the period before deducting income tax. .$38,272 00
Provision for federal income tax.................................... 4,725 88
Net profit carried to undivided profits.......................... .$33,546 12
Form No. 69—Profit-and-loss account
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24-7. Mortgages receivable are shown as an asset worth $48,000,
their face value. It is assumed that they have been examined and all
are believed to be good. Where a mortgage is for a greater amount
than the value of the property securing the debt, it may be desirable
to write off some portion of the asset before foreclosure is completed
or before some compromise is made with the mortgagor. The usual
plan is to open an account such as “mortgages in settlement”, to
which all such mortgages are transferred. If desired, an account on
the credit side of the ledger, such as “mortgage deficiency account”
may also be opened. This account is then credited with the estimated
amount of the deficiency which it is expected will be charged to the
profit-and-loss account. Inasmuch as such losses are not deductible
for federal income-tax purposes until finally determined, this pro
cedure is not as common as it was formerly; but cases will arise
when the management will desire to write off immediately losses
which are known to exist, even if they be not deductible.
24-8. Surplus Account. Perhaps there is no business where the
surplus account is more mis-used than in real estate; therefore this
account should always be carefully prepared. Although the matter
has been the subject of much discussion, opinions are still divided as
to the full definition of the term “surplus account”. This is not the
place to pursue the discussion, but it should always be remembered
that the term, when unqualified by some adjective, should represent
nothing but money paid in to it or profits which have been realized
in the regular course of business and transferred to it.
Such profits as those arising from the purchase of treasury stock
or from re-appraisals, should always be shown separately, each un
der its own heading. Inasmuch as many real-estate concerns often
trade their properties for their capital stock and as re-appraisals are
not uncommon, the surplus account is sometimes unduly swelled.
The balance-sheet should always show on its face the changes which
have occurred during the period since the preceding balance-sheet
and, if such changes be numerous, a separate analysis of them should
accompany the statement.
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24-9. In the example, the trial balance shows one surplus account,
although it might have been better to show three. On preparing the
balance-sheet the account was analyzed and it was found that of the
total $46,000, $5,000 arose through the purchase of treasury stock
and, therefore, should be placed under capital surplus, while $15,000
arose from a re-appraisal of certain properties and should be shown
as such.

24-10. When real estate owned by the concern is exchanged for
capital stock of the concern, care should be taken to see that proper
valuations are placed on the property. Generally, the cost price of
the property is the proper figure to use and no taxable profit would
then be realized. The difference between this cost price and the par
value of the stock could be credited to capital surplus and no taxable
profit would appear until the sale of those particular shares of stock,
when capital surplus might be wiped out and any profit might
properly be credited to the surplus account.
24-11. Contingent Liabilities. Few businesses present so many op
portunities for contingent liabilities as does real estate. The difficulty
with respect to contingent liabilities is not to cook the hare, but to
catch it. In times of phenomenal activity, property may change
hands many times between the date of the agreement to sell, made
with the original owner, and the time of delivery of a deed to the
purchaser who intends to develop or improve the property. Each of
these transfers is at an advanced price and many of them involve
the assumption by the purchaser of existing mortgages. For example,
property owned by A is sold to B, who assumes a mortgage and sells
to C, and these operations are repeated until F buys it. In such
circumstances, A, B, C, D and E consider themselves free of the
liability under the mortgage, yet if F fails to meet the obligation, it
falls on E and may, quite conceivably, finally come back to A.
24-12. The situation is further complicated when one of the pur
chasers is a syndicate or partnership the members of which are
jointly and severally liable. In such circumstances it is sometimes
impossible to make a definite statement as to the amount of the
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contingent liabilities, but this affords no excuse for disregarding
them or for failing to mention them in a report.
In times of feverish real-estate activity the desire to purchase be
comes so strong as almost to justify the statement that mere mort
gages are not seriously considered and that, provided the cash pay
ment be small enough, a purchaser will assume any mortgage rather
than miss the opportunity to buy land which he is confident he can
sell quickly at a profit. If, as has happened in thousands of cases,
the purchaser has not time even to look at the land, how can he be
expected to pay much attention to the existence of mere mortgages ?
24-13. In such circumstances, the liabilities relative to real estate
may be divided into three classes: (a) legal, (b) moral and (c)
immoral. The first consists of those liabilities, either actual or con
tingent, appearing on his books, for which the owner is liable. The
second class consists of items which are included in (a) but in
which the liability is assumed jointly and severally by partners and
on which, if things go well, the owner will be called upon to pay
his share only. The third class originates to the ultra-optimistic sales
man who makes unwarranted representations; the record of these
liabilities can be found only in the books of the recording angel.

24-14. The profit-and-loss account calls for little comment, as
most of the figures have been discussed in the previous chapter.
The realized profits are obtained from such a record as form 34 (See
par. 34-17) by the methods which are explained in chapter XX. The
statement should set forth clearly and in detail all the business
which has been transacted during the period under review. This
truth is being more generally recognized each year, for bankers, in
vestors and business men have come to realize that no balance-sheet
alone can give a complete picture of any enterprise, but it must be
accompanied by a statement of profit and loss. Sometimes this
should show the results achieved, not only for the period under re
view, but for several previous periods.
The trial balance (par. 23-9-e) shows unrealized profits $78,800,
which includes all such profits on all sales made to date (after de
ducting profits realized at former closings of the books). Of this
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amount a portion has been realized on collections made during the
six months ended June 30th. Following the methods described in
chapter XX, it is found that of the total of $78,800, there has been
realized $35,000 which may be credited to the profit-and-loss ac
count, while $43,800 is still unrealized and, therefore, is shown as a
reserve on the balance-sheet.
The item “provision for federal income tax, $4,725.88” does not
appear on the trial balance, because it is not brought on the books,
and can not be determined until the operating accounts have been
closed at the end of a fiscal period, or—more probably—at the end
of a taxable year.

24-15. Statements to Accompany an Annual Report. In addition to
the statement of profit and loss and analysis of surplus, other state
ments are usually required. One of the most important of these is
a comparative balance-sheet (which may be in a condensed form)
showing comparison of the current statement with similar state
ments for one or more previous periods. In the example, such a
statement might be in the form which appears on page 240.
From this comparative condensed balance-sheet there can easily
be prepared a statement of resources and their disposition, which
shows in the clearest manner possible, the changes which have oc
curred in the financial condition. It may be in the style shown in
form 71.
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16.
24CONDENSED COMPARATIVE BALANCE-SHEET

June 30

December

1934

31, 1933

$ 10,522
1,800
4,060
1,600
1,170
56,190
158,700
8,660
156,900
1,110
850
1,070

00
00
00
00
00
00
00
00
00
00
00
00

$

8,350 00

5,650
1,980
670
51,800
94,500
9,000
176,600
1,700
850
1,460

00
00
00
00
00
00
00
00
00
00

Assets
Assets

Increased

$ 1,171 00
1,800 00
$ 1,590 00
610
600
3,390
64,200

00
00
00
00

340 00
19,700 00
480 00
390 00

73,781 00
$504,841 00

$453,560 00

Decreased

11,500 00

$51,282 00

Liabilities

$ 13,450
3,500
670
3,100
3,680

00
00
00
00
00

44,000
13,300
35,000
4,715
43,800
141,800
46,000
41,716

00
00
00
88
00
00
00
11

$504,841 00

$ 19,750 00
3,800 00

1,600 00
1,350 00

$ 3,700 00

$ 300 00
670 00
600 00
1,330 00

00
00
00
00
00
00
00
00

33,546 11

$453,560 00

$57,031 00

34,500
13,750
40,000
4,640
36,100
141,800
46,000
8,170

Cash
Cash in escrow
Notes & accounts receivable
Interest receivable
Customers
Mortgages, expense, int., etc.
Contracts
Equipment, depreciated
Real estate
Advances to salesmen
Judgments
Prepaid expenses

9,500 00
450 00
5,000 00
85 88
7,600 00

Liabilities

Notes & accounts payable
Contingent commissions
Dividends unpaid
Interest payable
Options
Taxes accrued
Mortgages payable & int.
Contracts payable
Bonds outstanding
Federal income tax
Unrealized profits
Capital stock outstanding
Surplus
Undivided profits

$5,750 00

$51,282 00

Form No. 70—Condensed comparative balance-sheet
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24-17.
STATEMENT OF RESOURCES AND THEIR DISPOSITION.

Resources:
Profits for the six months................................................ $33,546 12
Assets decreased:
Notes and accounts receivable. . . .$ 1,590 00
Equipment.......................................
340 00
Real estate....................................... 19,700 00
Advances to salesmen.....................
480 00
Prepaid expenses.............................
390
00 22,50000
Liabilities increased:
Notes & accounts payable............. $ 3,700 00
Dividends unpaid............................
670 00
Interest payable..............................
600 00
Options............................................ 1,330 00
Mortgages payable......................... 9,50000

Federal income tax

85 88

15,885 88

Unrealized profits..................................................

7,60000

$79,532 00

Disposition of the above:
Assets increased:
Cash................................................. $ 2,172
Cash in escrow................................ 2,800
Interest receivable...........................
620
Customers........................................
600
Mortgages receivable & charges. . . 3,390
Contracts......................................... 64,200
Liabilities decreased:
Contingent commissions................
Contracts payable...........................
Bonds outstanding..........................

00
00
00
00
00
00

73,782 00

300 00
450 00
5,000 00

5,750 00

$79,532 00
Form No. 71—Statement of resources and their disposition
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24-18. In addition to all the above there should be schedules show
ing the items included in various totals, such as
Notes receivable
Customers’ accounts
Mortgages receivable, with interest, etc.
Contracts of every class shown on the balance-sheet
Equipment, if the amount be important
Real estate.
It is seldom practicable to give schedules showing
each lot owned, but there may be schedules showing
the acreage held in various counties or of various
classes; the number of lots may be shown for sub
divisions, etc.
Depreciation
Prepaid expenses. The insurance premiums should be given on a
statement showing each policy held by the concern,
the property covered, the annual premium, the un
earned premium and any other facts of importance.
Accounts payable
Notes payable
Options granted, if the number be large
Mortgages payable
Taxes, especially if any of these be delinquent and subject to penalties.

CHAPTER XXV
Manual of Instructions
25-1. (Note) It is important that the concern, its employees and its
accountant shall clearly understand and agree upon the system of records
and the method of accounting to be followed, and it has been found that
this end can best be reached by a typewritten manual which, after free
discussion, as suggested in par. 2-3, has been approved by all who are
concerned.
In ordinary times such a manual is valuable to the bookkeepers, espe
cially when officers are absent or changes occur in the staff. When
activity is great, or when a large subdivision is placed on the market,
such a manual is essential if the best results are to be obtained. At such
times, there are many salesmen and others whose engagement is tem
porary, and it is well for the sales manager to assemble his forces in ad
vance of the opening day and teach them the routine to be followed.
This can best be done by having each of them prepare all the papers
required for some imaginary sale.
The following manual is prepared from several which have been in
use and have proved to be satisfactory. In practice, it is typewritten and
indexed, each sub-head on a fresh page. Enough copies should be made
to supply the sales and bookkeeping departments.
In this manual it is supposed that the sales office and the accounting
office are separate. If they be in the same quarters, one set of records
may sometimes be omitted, but if sales be very active, the full set should
be maintained.

25-2. Manual of Instructions.

The sales department will be under the direction of the sales
manager who, with his assistants, will direct all the salesmen and
other employees under them.
243
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25-3. Objects of the Records.
The object of the sales-department records is to enable anyone in
that department to obtain quickly, without reference to any other
department, all the essential particulars regarding any lot and to
furnish proof, when the subdivision is all sold, of all the transactions
which have occurred.

25-4. All records will be made in duplicate, one set for the account
ing and one for the sales department; each set will be recorded in
three ways, namely:
1. One set under the name of the purchaser.
2. One set under the lot description.
3. One set under the sale number.

The first record of a sale which will reach the office is the applica
tion, or sales slip, form No. 72, (See pages 245-246) which will be
completed in triplicate,
One copy for the purchaser.
One copy for the sales department.
One copy for the accounting department.

As soon as a salesman makes a sale, he will fill out this form,
giving all the particulars required, and have the purchaser sign each
of the three copies. He will also obtain a cheque for the whole or for
a part of the initial payment.
The salesman then signs the three copies and delivers the original
to the purchaser.

25-5. The duplicate and the cheque are delivered to the sales
manager.
The sales manager will examine the slips and, if they be correct,
he will initial them, affix the sale number and will himself enter
each lot involved in the sales-department lot register, form No. 2
(par. 6-8) and also mark it appropriately on his copy of the plat. He
will then send it to be typewritten.
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Director of Sales

Realty Company
APPLICATION FOR PURCHASE

No........................
Date ............................... , 193........

REALTY COMPANY.

To

I, .............................................................................................................. , hereby
(Give one full first name)

make application to purchase, subject to restrictions and reservations, for

$..................................... , payable 20% in cash on signing of contract of sale,
and the balance in eight equal quarterly instalments, with interest at six per
cent. (6%), payable quarterly,
Lot........................ , Block,......................... , Section........................
of
Subdivision, according to plat which is recorded, or about
to be recorded, in the office of the clerk of the circuit court in and for
County, New Hampshire. Herewith I hand you cheque in
the sum of.................................................................................................... dollars,
to apply in the event this application is accepted by you against the abovementioned initial cash payment. If this application be accepted by you, I agree
within five (5) days from date to pay you any unpaid balance of said initial
cash payment, and to execute contract of sale, and if I fail to do so I agree
that the amount paid herewith shall be retained by you as liquidated damages.
If this application is not accepted by you the sum paid herewith is to be
returned and you shall be released from any liability hereunder.
Single □
Married □
Widow □
Received this application and
above mentioned cheque for
transmission to
Realty Company.
Salesman

Salesman ......................
Closer ...........................
Order approved............
Money received............

Map checked................
Day sheet......................
Contract made..............
Contract checked.........

Signature of applicant
Permanent address

Temporary address

Contract approved.........
Contract signed............
Contract delivered........
Deed ordered................

ALL PAYMENTS MUST BE MADE BY CHEQUE PAYABLE TO

Form No. 72—Application to purchase—alternative forms

REALTY CO.
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DEPOSIT ON PURCHASE FROM

Corporation
CONTRACT NO.

.193

CONCORD, N. H.,

I HEREBY AGREE to purchase lot............ , block.............,
County, New Hampshire, on the following terms:

, 193.

$..........................cash of which this deposit will be a part, and the
remainder of the purchase price to be evidenced by promissory notes
due and payable as follows: fourteen per cent (14%) of the purchase
price six months from date hereof, fourteen per cent (14%) in twelve
months, fourteen per cent (14%) in eighteen months, fourteen per
cent (14%) in twenty-four months and fourteen per cent (14%) in
thirty months, all notes to bear interest at the rate of six per cent
(6%) Per annum, payable semi-annually.
PURCHASE PRICE $.......................................

Sale approved

Director of sales

CASH PRICE

$.......................................

This deposit is subject to prior sale of the property mentioned and
shall become binding on the owner only when approved in writing
by the owner’s director of sales.
Seller's usual form of contract with restrictions and reservations,
and the notes evidencing deferred payments will be executed and cash
payment will be made upon notice that formal papers are ready for
purchasers signature; otherwise the deposit will be forfeited. The
liability of the owner upon acceptance hereof shall in no event be
greater than to refund the money deposited hereunder. This instru
ment shall not be recorded. In case the privilege of purchase, created
when the owner approves in writing as herein provided, is not exer
cised and the provisions hereof fully performed by the purchaser
within five days after notice of such approval, the privilege shall
thereupon wholly cease, and all rights hereunder shall be deemed
cancelled and terminated.
Permanent address
Temporary address

(Full name to appear in contract)

(If married woman, husband’s name)

ABOVE DEPOSIT RECEIVED
Where contract to be sent for signature

Salesman

Form No. 72—(alternative.)
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The typist will:
1. Enter the name and number of sale in the alphabetical index, (par.
22-45)
2. Pin the cheque to the third copy.
3. List all the day’s sales on the day sheet, form No. 73 (see page 248)
4. When the day’s sales are listed, pass to the auditor one copy of the
day sheet and all the corresponding copies of the sales slips, with a
cheque attached to each slip.
5. File the third copy of the sales slip in a binder in numerical order.

25-6. The lot register and the alphabetical index here mentioned,
while similar to the records kept by the accounting department, are
distinct and belong exclusively to the sales department.
25-7. Where a purchaser pays only a portion of the regular initial
payment, the sale is entered on the sales department tickler. (Par.
13-5.)
From each sales slip a typist prepares the contract or deed in
duplicate and gives it to the sales manager, who checks it.
The number given to the sales slip follows the transaction through
all the records until it is completed.
25-8. As a rule, a separate contract should be made for each lot,
to facilitate transfer by the purchaser. The only exception is where
two or more adjoining lots are bought and together form the site
for one building.
When the initial payment is completed, the salesman will have
the purchaser sign both copies of the contract, together with the
accompanying notes, and will return them to the sales manager,
who will obtain execution by the president, will forward one copy
to the purchaser, one copy and the notes to the auditor and will
enter delivery of the contract on his lot register.
(Note.) In some offices, the contract is executed by the officers of the
concern before it is presented for signature to the purchaser—the choice
between the two methods depends upon the circumstances surrounding
each case.

This closes the transaction, so far as the sales department is con
cerned.

Form N o. 73— Day sheet of sales
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25-9. Sales-Department Cashier.
(Note.) Where the sales office is at a distance from the administrative
offices, a sales cashier is usually employed. His procedure would be as
follows:

The cashier will receive from the manager all cheques as soon
as the applications to purchase are approved, together with the
duplicate sales slip.
He will immediately enter these on the daily cash sheet in dupli
cate, form No. 75, and see that all the required information is
given.
He will prepare a receipt on form No. 74 (par. 25-9) and send it
to the purchaser.
(Note.) If only one sub-division be on sale, these receipts may be
printed on paper the size of bank cheques, with several receipts on a
page.

25-10. Each morning the cashier will enter on the cash sheet, form
No. 75, the total of the sales for the previous day, endorse all
cheques for the concern and deposit the entire amount, as shown on
the daily cash sheet, to the credit of the concern with the . . . bank,
have the deposit entered on the pass-book and also have the bank
teller stamp the original daily cash sheet which will then be im
mediately sent to the treasurer.
(Note.) Where there is a cashier, it is usually he who forwards dupli
cate sales slips to the auditor and keeps the sales-department tickler. He
would furnish to the sales manager each day a list of the contracts on
which further portions of initial payments are due.

25-11. To Recapitulate.
The sales department must be able to refer instantly to any
transaction if the name of the purchaser, the number of the lot or
the number of the sale be known. This is rendered possible by the
maintenance of
(a) An alphabetical list of all purchasers. This can be kept on an
index, which is commonly kept in stock by stationers.
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Realty Company
, President

SAN DIEGO, CALIFORNIA
193
Received of.

the sum of.

to be credited as follows:

Contract No.................................. quarterly payment No..................................
For purchase of lot...................... block......................... $......................................
................................................................................................................. $........................... ...................
................................................................................................................ $................................................
........................................................................

s................................................

................................................................................................................. $..................................................

REALTY COMPANY,

By..................

ALL payments made to the company must be acknowledged
MADE IN DUPLICATE.

Form No. 74—Receipt for cash

on this form which is

MANUAL OF INSTRUCTIONS

251

Form No. 75—Daily cash sheet

(b) A record of the transactions affecting each lot. This history is
found in the lot register (par. 20-17).
(c) A list of all sales, arranged in numerical order. This is pro
vided in the permanent file of the triplicate copies of the sales slips.

25-12. Sales Department—Subsidiary Records.
In order to keep the salesmen fully informed, the following forms
are often used. They may be printed on paper 4"x6" of different
colors.
(a) Lot status. To show the current condition of a lot concerning
which information is desired.
(b) Prospects. To record prospective purchasers.
(c) Reservations. To notify salesmen of lots which have been re
served for any customer or for any purpose.
(d) Sold. To advise salesmen of the sale of a lot.
(e) Open. To inform salesmen that a lot previously reserved is
now open for sale.
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LOT STATUS
Date...............................
To sales manager:
Please advise the status of the following
Lot

Block
Section
(Signature)...............................
Form No. 76—Lot status

The forms for (b), (c), (d) and (e) are similar.

25-13. Accounting Department.
The first information relative to a sale which will reach the ac
counting department is the sales slip, form No. 72 (par. 25-4)
which will be accompanied by a cheque.
These slips will be filed in numerical order in a ring binder and
will form the permanent record of all sales.
(Note.) If these forms come from the sales-department cashier, his
daily cash sheets, form No. 75 (par. 25-9) will also be permanently filed
in a binder.

The auditor will make the following entries:
1. In the cashbook he will enter each item or, if there be a daily cash
sheet, he may enter there the total amount.
2. The sale will be entered in the sales journal, form No. 3 or No. 35
(pars. 7-7; 20-20).
3. The sale will be entered in the lot register form No. 34, (par. 20-17),
filling in columns a, b, c and d.
4. The sale will be entered in the sales ledger, form No. 4, 32 or 33
(pars. 7-8; 20-15). An account will be opened for each sale.
5. The sale should be marked on the plat.
6. Collection tickler entries should be made (pars. 13-6 et seq.).

When entering lots on the plat, a code such as the following
should be adopted:

\ When a part payment is made
X When a contract is delivered
When a deed is given.
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When making entries all particulars as to descriptions and as to
schedule and selling prices should be checked with the greatest care
25-14. On the Execution of the Contract.

When the initial payment is completed, the contract, with the
accompanying notes, will be delivered by the sales manager to the
accounting department.
The auditor will at once check the contract against the entries
already made in the sales journal, the lot register and the plat and
will complete the entries relative to each sale.
The amount of the contract should be debited to the purchaser’s
account in the sales ledger.
All contracts will be filed in numerical order.
25-15. The notes, each being numbered to agree with the contract,
will be filed in special drawers in the safe and, if there be more
than one note to a contract, they will be numbered serially.
From the sales journal should be posted in the commissions ledger
all particulars of the commissions payable, crediting the respective
amounts to the salesmen. The commission ledger will show the
date, number of sale, name of purchaser and amount of commission.
25-16. While most of the sales will be represented by contracts,
some may be in the form of mortgages, but this will not change the
general procedure, as all sales must be numbered consecutively, re
gardless of whether they are paid for in cash or are in the form of
mortgages or contracts.
Separate controlling accounts will be maintained in the general
ledger for contracts and for mortgages receivable, so as to show at
all times the amount of each of these classes.

25-/7. As to Commissions.

The salesmen’s commission will always be 10% of the sales price
and the sales manager’s commission will always be 3% of the same
amount.
The salesmen’s commissions will be payable in full when the first
payment called for by the contract is completed, and all commissions
earned will be paid weekly.
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In no case will salesmen be allowed to withhold their commissions
from money received from purchasers.
In no case is any commission due until the entire amount of the
initial payment has been made by the purchaser.
If all items be posted as provided above, the unpaid commission
due to each salesman will be shown on his account in the commis
sion sub-ledger and can be checked against the sales manager’s day
sheets.
Each week a voucher-cheque will be drawn for the amount due to
each salesman.
There will be strict enforcement of the rule that cheques will be
given each Saturday for all commissions earned and payable up to
the close of business on the preceding Thursday night. No interim
payments or advances will be allowed in any case.
25-18. As to the Sales Manager’s Commissions.
The commissions of 3% due to the sales manager will be handled
in a similar manner. Each week there will be due him 2% on all
the completed first payments received, i.e. one-fifth of the total
amount paid to all the salesmen.
Three months later he will be entitled to 1% of the same amount.
Each voucher-cheque for commissions should show:

The sale number.
The name of the purchaser.
The amount of the sale.
The percentage of the total sale included in the voucher.
25-/9. Lot Register.
(Note.) The following instructions are based on the use of form No.
34 (par. 20-17). If another form be preferred the instructions should be
modified accordingly.

The lot register is the permanent record of the accounting depart
ment, showing all lots owned by the concern and the disposition of
each one. It becomes the final proof, for the owners and for the
government, that all lots have been recorded.
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All entries should be made in ink and, as several lines are left for
each lot, there is ample space to enter the names and addresses of
all transferees and also to show changes in the schedule prices.
It is important that all lots and their original basic prices be
entered at once, as these prices—determined at one time and in a
uniform manner—will form the basis for ascertaining the cost price
of each lot.

25-20. The Sales Journal.

The sales journal is, perhaps, the most important of all the land
books, for it serves as the basis of all the financial records as to sales
and commissions.
The first entry of a sale is made immediately upon the receipt of
the initial payment or of the first portion thereof, and it is posted
from the cash sheet and checked against the application form.
Other particulars are entered when the contract is received by the
accounting department.
The cost price and the gross profit may not be determinable at
that time, but they will be inserted later.
This journal will always show the total of completed sales to
date. The difference between this amount and the total sales to date
shown on the sales manager’s day sheets will be the amount of the
unclosed sales at any given time.
At the close of each month the columns will be ruled off and the
totals posted to the appropriate accounts in the general ledger.
If the basic cost price of a lot be not known when the first entries
are made, the entire selling price may be posted to the credit of a
temporary sales account by a journal entry:

Contracts
$............................
To Sales
$.....................
and, when the basic prices are known the total of this sales account
may be divided between “lot sales” and unrealized profits.
25-21. The entry for commissions will read:

Commissions
$...................
To salesmen
or
Contingent commissions

$...................
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When the cost price of each lot is finally determined it should be
entered in the lot register and the journal entry will be of the
form:
Contracts
$....................
To lot sales
$.....................
(cost of lots sold)
Unrealized profits
$.....................
Unearned interest
$.....................

Each item in the commissions column will be posted to the credit
of the salesman’s account in the commissions payable sub-ledger.
Under the system adopted, no further notice need be taken of
unearned commissions.
25-22. The Sales Ledger (The Customers’ Ledger).
(Note.) The following directions are based on the use of form No.
77, below. If another form be used, the instructions should be modified
accordingly.

The sales ledger will be kept in a “visible” form with sheets ruled
as in form No. 77. A card will be made out as soon as the first
portion of an initial payment is made and will be completed as
soon as the executed contract is received by the accounting depart
ment.
On the back of each card space is provided for any entries it is
desired to make as to the salesman, the commissions or other par
ticulars.
The accounts in this ledger will be kept in alphabetical order, as
the name of a purchaser is frequently the one thing of which he is
sure. He may not remember the number of his contract or the de
scription of his lot.
The appropriate “markers” showing the months in which instal
ment payments are due should be placed in position.
25-23. Sometimes certain contracts are set aside for a special pur
pose or are sold or hypothecated. Such separation or classification
should be shown by the use of appropriate markers.
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PURCHASER, Jones, Thomas
PROPERTY LOT 5 BLOCK 4
PRICE $10,000.
TERMS 20% Cash, 10% quarterly
TAXES PAID TO 1931

INTEREST 6%

VENDOR.............Realty Co.
SUBDIVISION. .SmithTract
PAYABLE Quarterly

Debits

Date

Particulars

257

Credits

Principal Interest

Date

Particulars Principal Interest

6

1931
June 29 Deposit

1931
June 29

Sale price

Sept. 29

Interest $8,000

160.

July 14 Cash

1,500.

Dec. 29

Interest $7,000

140.

Sept. 30 Cash

1,000.

160.

Cash

1,000.

140.

10,000.

Dec. 29

500.

Form No. 77—Alternative form of “visible” contract ledger

Each account in the sales ledger will show the following facts:
Sale number
Name and address of purchaser
Date of contract or mortgage
Description of the property
Sales price
Terms of sale
Names of transferees
Name of salesman
Amount of salesman’s commission.

The total of the balances of the accounts in this ledger must agree
with the balance of the controlling account in the general ledger.
The accounts for contracts and for mortgages may be kept in the
same cover if separate indexes or distinguishing markers be used.

25-24. As to the Calculation of Interest.
(Note.) These instructions as to interest apply only to cases in which
the interest is calculated in advance in accordance with tables in chapter
X. If other methods be followed the instructions should be changed.
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In the method adopted, all interest on all contracts is calculated
in advance and is included in the stipulated payments.
The amount of interest included in these payments varies with
each payment and decreases with each instalment, while the amount
of principal increases.
The tables furnished to the staff show clearly all such variations,
but it is essential that the records show the number of the payment
made by the purchaser, that is, the first, second, third, etc. payment
falling due under the contract. This is provided for in the form of
collection notice, form No. 18 (par. 13-4). The same number should
be shown on the receipt, from which it may be entered on the sales
ledger, where the interest portion of the instalment should be
shown.
Whenever the books are closed, a machine list can be made of all
the interest paid during the period on all contracts and there will be
a journal entry such as:
Unearned interest
$....................
To interest receivable

$....................

and the amount of this entry will be credited to the profit-and-loss
account.
25-25. As to Cancellations, Forfeitures and Bad Cheques.
In the case of the cancellation of a contract, there will be a journal
entry reversing exactly the original entry which brought the contract
on the books, such as:
Lot sales
$....................
Unrealized profits $....................
Unearned interest $....................
To contracts
$....................
Care must be taken to see that the first item agrees with the cost
price when the sale was entered on the books. (Par. 11-6).
The second item will be the difference between the cost price and
the principal amount of the contract, unless the contract has been
running through more than one fiscal period and some of the un
earned profit has been carried to the profit-and-loss account. In that
case the amount must be reduced to equal the amount of unrealized
profits on the particular contract which remains in the account.
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The third item is the difference between the sales price and the
total amount of the initial payment and all instalments.
The first item may be subject to change only when the property
has increased or decreased in value, but even in such cases the clear
est statement is made by adhering to the original cost price and,
when necessary, making a second journal entry to care for the
change in value, debiting “contracts” and crediting “cancellation
profits,” or vice versa, as the case may be.
Each cancellation, or forfeiture, must be entered on:
The lot registers
The sales journal
The customers’ ledger
The plat

and on any other records upon which the original sale appears.
Entries for cancellations or forfeitures may be made in the sales
journal in red ink, all such items being added at the end of each
month and posted to the general ledger; this is more satisfactory
than deducting them from the black-ink totals in the same record.
25-26. Bad Cheques.

If a bad cheque be received, a new cheque will be issued in favor
of the bank with which the bad cheque was deposited, attaching the
returned cheque to the voucher and charging the amount to con
tracts.
A memorandum of all such items will be kept by the auditor
who will take all means possible to enforce collection.
25-27. The commission-payable ledger will contain an account with
each salesman. As each contract is executed and entry is made in the
sales journal, the amount of the commission will be posted to the
credit of the salesman or salesmen concerned.
Each Saturday a cheque will be drawn in favor of each agent for
the amount of commissions payable standing to his credit up to the
night of the previous Thursday, and the amount of this cheque will
be charged to his account from the cashbook.
A three column form of small ledger is provided for this record.
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28.
25-

Life Insurance.

(Note.) If insurance be carried on the lives of purchasers, there should
be instructions in accordance with the directions given in par. 17-4 et seq.

29.
25-

As to the Treatment of Cash.

In every case where cash is received from any source a receipt
must be given in the form No. 74. (Par. 25-9)
Each receipt will be entered in the cashbook, which is columnar.
Should the number of daily receipts render this difficult, the total
daily receipts may be entered in the cashbook from the daily cash
sheets, form 75 (par. 25-9) under a heading such as “Receipts No....
to No......... ” Attached to the last receipt entered should be an add
ing-machine list of all the items included in the total.
Each receipt on account of contracts must be posted promptly
from the cashbook, or the daily cash sheet, to the individual account
of the purchaser in the sales ledger.
All disbursements will be made by voucher-cheque and entered
in a cheque register, from which the daily totals will be posted to
the cashbook—or the cheques may be entered direct in the cash
book, as the treasurer may prefer.
It is of prime importance that the exact amount of collections
shown on the cashbook be deposited in the bank.

25-30. As a protection against the improper issuance of receipts, all
blank receipt books should be kept under lock and key and a record
of their issuance should be kept.
When a book of receipts is filled and has been entered, it must be
carefully filed. It is the book of original entry to which reference
may be necessary at any time.

25-31. With the exception of the totals of the “miscellaneous” col
umns, the totals of all columns in the cashbook will be posted
monthly to the general ledger.
Each item in the “miscellaneous” columns must be posted in
dividually.
25-32. Reconciliations with Bank Statements.

At the close of each month, each bank statement must be recon
ciled with the cashbook in the usual manner. These reconciliations
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will be entered in a bound memorandum book in order to maintain
a permanent record.

25-33. Petty Cash.

A petty-cash fund will be maintained on the imprest system, using
a columnar cashbook in which to record all disbursements. If the
amount of the fund remain constant, it is not necessary to reserve
one side for receipts.
In no case may petty-cash disbursements be made from the gen
eral cash receipts, which must be kept intact and deposited in bank.
25-34. Disbursements.
A voucher-cheque of the form No. 17 (par. 12-4) will be used, for
all disbursements.
Each cheque will be made in duplicate and all supporting papers
will be attached to the copy, which should never leave the office.
All vouchers must be numbered consecutively in the order in
which they are entered in the voucher record.
If desired, a cheque number may be given to each one as it is paid.
This plan simplifies the reconciliation of the bank account.
All paid vouchers will be filed vertically in the order of their
voucher (not cheque) numbers. Originals and duplicates may be
filed separately if desired, but the work of auditing is simplified if
they be filed together.

25-35. The voucher register is of usual form and through the use
of analysis books the classification shown in this record may be
condensed to a convenient size.
25-36. Sales Journal and Lot Register.
(Note.) Description of the forms selected for sales journal and lot
register (see chapters VII and XX) may be inserted in the manual.

25-37. Collections.
As a rule the number of lots offered for sale is large, numerous
payments are to be made on most of the sales, and the purchasers
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will be widely scattered; therefore, it is highly important that full
records of maturities and of delinquencies be kept.
The sales ledger is arranged on a “visible” ledger form and the
cards provide for the use of markers to indicate various dates or
periods. This ledger can be used as a tickler. However, there should
also be a tickler of form No. 19. (Par. 13-6)
(Note.) Here insert the form of tickler selected.

The use of this tickler will obviate the necessity of preparing lists
of payments accruing, except when such lists are required by officers.
Toward the close of each month, ten days in advance of due dates,
notices of all payments falling due in the following month must be
sent out. From the tickler will be prepared a notice for each pur
chaser who has a payment maturing, using form No. 18 (par. 13-4).
When the number of purchasers requires it an addressograph will
be provided for this work.
The same form, No. 18, will be used for purchasers who become
delinquent. Each such notice should be marked with a rubber stamp
“second notice”. All notices will be sent out in “window” envelopes.
(Note.) The above directions apply to cases where interest is included
in the face of the notes. Where other methods are followed the instruc
tions should be changed accordingly.

38.
25-

Filing.

The accounting department will care for the filing of the follow
ing papers:
Contracts.
Mortgages.
Vouchers.

Contracts will be filed in numerical order in vertical or horizontal
files. (See chapter XXVI.)
Mortgages will be filed in a similar manner.
Notes secured by the mortgages or contracts should be filed sepa
rately from those documents. All the notes relating to one sale will
be clipped together; each will bear the serial sales number, and these
notes will be filed in numerical order.
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The notes relating to each sale, in addition to the serial sales num
ber, will be numbered or lettered consecutively.
All notes should be filed in note drawers in a safe. Each month
the notes falling due in the following month are to be withdrawn
and placed in a convenient file for delivery when paid. All notes
remaining unpaid at the end of a month will not be returned to the
main file, but will be kept separate. If so kept, a complete audit of
these securities can easily be made at any time.
39.
25-

Vouchers.

Instructions for handling vouchers should be included, embodying
the procedure as suggested in chapter XII.
25-40. Trial Balances and Periodic Statements.
A trial balance must be taken from the general ledger at the close
of each month.
Adding-machine lists should be taken monthly from all subsidiary
ledgers.
The general trial balance should be arranged in such order as to
form a fairly complete statement of the business of the month or of
the period, as described in chapter XXIII.
(Note.) The manual may well close with a list of all books which
are to be kept and a list of all forms which are to be used.

CHAPTER XXVI
Filing

26-1. Scope of Filing System.
An important part of the work in a real-estate office is the filing
of the various papers and documents relating to the business so that
each may be found without loss of time. A list of such papers would
include deeds conveying property to the concern; abstracts of title
and attorneys’ certificates; title policies; mortgages receivable; con
tracts given by the concern; contracts assumed by the concern;
selling contracts; options given and received; fire-insurance policies;
tax receipts; sundry agreements, leases, releases, etc.
All such papers should be kept in a vault or safe with each class
of documents numbered consecutively (each abstract having the
same number as the piece of property to which it relates) and filed
in order. A record should be kept in proper books, as already sug
gested.

26-2. Consecutive Numbering.
The advantages of using consecutive numbers in real-estate ac
counting are so great and so many that their adoption is in many
cases essential. Let us first consider the instances where such num
bers must be employed:

1. All receipts must be numbered consecutively, not only for con
venience of record, but also as a safeguard against fraud. If several
collectors (e.g., of rents) are employed, it is often wise to have the
receipt books numbered in different series, each series being dis
tinguished by a different letter and each letter being assigned to
one particular collector.
264
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2. All cheques, whether voucher cheques or otherwise, must be
numbered, and, if several banks are employed, the cheques on each
bank should be numbered consecutively.
3. All mortgages receivable should be consecutively numbered.
This order usually affords the most convenient basis of arrangement
for the mortgages-receivable ledger. This is one of the exceptions
to the general rule that loose-leaf records should be arranged alpha
betically.
4. Mortgages payable are treated in the same manner.
5. General contracts are usually arranged in order of the serial
numbers and also chronologically.
6. Properties when bought should receive “property numbers”
(par. 22-34), by far the most convenient means of reference in all
book and record entries.
In some offices where serial numbers are employed, a letter of
the alphabet is selected to indicate each series of numbers. For ex
ample :

Mortgages receivable will be A-1, A-2, etc.
“
payable
“ “ B-1, B-2, “
“
contracts “ “ C-1, C-2, “
The numbering of contracts on subdivision properties is of es
pecial advantage; but where the number of purchasers in any one
subdivision is large, it is usually found convenient to arrange all
sub-ledgers on a strictly alphabetical basis and to use indexes finely
subdivided, say, 120 divisions to the alphabet.

26-3. Care of Securities.

With sales running into thousands and each one secured by a
mortgage or contract, often accompanied by notes falling due at
periods varying from a month to a year, special provision must be
made for safe keeping as well as for quick reference. As sales are
made they should be numbered consecutively when the first pay
ment is completed, and the number then given to a sale should
apply throughout all the records. It should be placed on the mort
gage or contract and on each of the notes which relates thereto; it
should also appear on all receipts given and on all entries in the
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books relating to that sale. Where a series of notes is given for a
sale, each should bear, in addition to the sale number, its own
serial number, from 1 up.

264.
While purchasers’ ledgers are usually arranged alphabetically,
as the name of the purchaser is the principal means of identifica
tion, it is convenient to file the securities numerically. Any pur
chaser’s notes can readily be found through the usual indexes, and
numerical filing greatly facilitates the checking of missing papers.
5.
26-

Customer' Notes.

All notes relating to any one sale should be clipped together, filed
numerically or alphabetically and kept in a vault. Toward the end
of the month, those notes falling due in the succeeding month
should be taken out and placed in a current file for quick refer
ence.

26-6. Notes remaining unpaid should not be returned to the main
file but should be kept by themselves, so that the amount of over
due notes may be readily verified. Care should be taken to see that
payments made on account are endorsed on the notes. Such mat
ters may seem elementary—and this may be said of most of the
mechanical difficulties—yet failure to observe such elementary rules
has led to as much trouble as has the non-observance of sound
theory.
26-7. Contracts.
The basic idea which I desire to emphasize is the importance—
the necessity—of having papers relating to a contract written in
duplicate.
The contract itself should be printed in such a form that a dupli
cate can be prepared on a typewriter, both copies being signed by
both parties. One copy is given to the purchaser; the other is placed
in the files of the concern.
If the concern hypothecates its contracts, it is convenient to have
each one made in triplicate. The third copy need not be executed
but remains in the files when the duplicate is sent away. It should
show the property conveyed and the parties executing the contract.
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26-8. Each contract should be placed in a manila envelope and
filed numerically or alphabetically, as may be decided, in a special
document file.
Each envelope should be endorsed with the number of the con
tract and the name of the purchaser, and it is convenient to stamp
each envelope with a rubber stamp like the following form, which
tends to ensure proper entry on all records. The object in using
an envelope is to secure in one place all papers relating to the terms
of the sale and modifications of it.
Contract No................................................
Name ........................................................
Wrote to purchaser...................................
Sent to ......................................................
Entered in ..................................................
Sales record
Sales ledger
Price book
Map
Superseded by No......................................
Deed No.....................................................
Dated ........................................................
Form No. 78—Filing envelope

26-9. Letters affecting the contracts, granting extensions, reserving
adjoining lots, promising to exchange, etc., are often sent to cus
tomers. All such letters should be written in triplicate, one copy
being filed in the correspondence file and the other in the contract
envelope.
If for any reason a contract be taken from its envelope, a slip
should be inserted to show the date, why and to whom the docu
ment was delivered.
Copy of any other paper affecting a contract should be placed in
the envelope so that the agreement and all possible modifications
or changes relating to it can be found instantly.

26-10. Receivables.

Where payments are represented by notes, special filing arrange
ments are required.
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If there be one note for each sale, it may be filed with the con
tract as described above, but an appropriate and safer plan is to file
notes numerically in a special file kept in a safe.
Where there is a series of notes for each sale, all the notes relating
to one sale should be clipped together and the groups filed in
numerical order in a special file in a safe. They should be handled
in the manner described under collections in chapter XII.

26-11. All deeds of conveyance should be numbered serially. Where
subdivision property is dealt with, a special deed for each division
should be used, the names of the property and of the grantor being
printed, and in such instances each subdivision should have its own
series of numbers.
26-12. Abstracts of title should bear the numbers of the real estate
to which they refer and should be filed in this order.

26-13. For renting purposes, where the list of houses remains sub
stantially the same, it is frequently convenient to give each house,
apartment or flat a serial number. In the case of a small tenement
property, this method is particularly valuable; and where street
numbers are lacking or confused, if the serial number can be sten
ciled or painted on some portion of the house, it gives the collector
a double check on the description, which is frequently useful.
26-14. Sundry documents are perhaps the most difficult of all to
file in such a way that any particular one may be found quickly
when necessary. After trying several methods, I have adopted the
following plan:
Each paper to be filed is stamped with a serial number and put in
a manila envelope, which is stamped with the same number. The
envelopes are then filed in numerical order, irrespective of the
nature of the document.
A double card index is used, divided into two parts, each of
which is indexed alphabetically. One of these parts is used for in
dexing the names of the parties mentioned in the various docu
ments, and the other part is used for indexing the nature of the
various papers filed, such as “agreements,” “bills of sale,” “escrow
agreements,” “timber leases,” “affidavits,” etc.
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Each paper as it is filed is entered in both parts of this index; e.g.,
a bill of sale from James Young would be entered on a card headed
“bills of sale” and filed under “B” in one part of the index, and it
would also be entered on another card under “Young, James” and
filed under “Y” in the other part of the index. Against the entry on
each card would be shown the number stamped on the envelope in
which the paper was filed.
This system takes little time, and by it a paper can be quickly
found, if either the nature of the paper or the name of the maker
be known.

26-15. Receipt to Be Given for Each Paper Removed.
A rule should be rigidly enforced that, when any paper is with
drawn from the files (whatever system of filing be adopted), a
receipt therefor must be given to the person in charge of the file and
be placed by him in substitution for the paper removed.

CHAPTER XXVII

Rental Records
1.
27-

Record of Leases Given.

In offices in which it is possible to issue a considerable number of
leases of the same general character, either of the methods outlined
for the recording of deeds may be followed.
In most cases, however, the forms and terms of leases vary so
greatly that such a record can not profitably be kept, and it is suf
ficient to number consecutively all leases given, as indicated in
chapter XXVI, the original papers being filed accordingly and a
simple index of all leases maintained.
In any event, whatever the nature of the property leased, it there
upon becomes rent-producing, and the lease should accordingly be
entered by its serial number on the property ledger, the rent register
and the rent ledger, with such details of the terms as may be de
sired. If the rent is payable for short periods, as once a month, no
further record is required; but if the payments fall due after longer
intervals, as quarterly, semi-annually or annually, there is danger
that they may be overlooked unless some tickler record is made. In
such cases the rent payments may be indicated on the rent record
shown in form 79, or they may be entered on the same form as the
interest receivable, but in such manner as to indicate to the book
keeper that the entries refer to rents and not to interest.

272.
The rent register (house address book) is invaluable for any
office interested in a large number of houses for rent or sale. It is
intended to contain a record of all rentable properties owned by the
company and those in which it has an interest through contract,
mortgage or as renting agent. The register may be bound or in
270
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loose-leaf form. In either case, it should be indexed alphabetically
and each page should be headed with the name of a street or neigh
borhood in which the concern has rental property. This will pro
vide a means for finding quickly all the houses on any one street
and indicate the nature of the interest involved. As it contains a
complete list of all rental properties in which the concern is in
terested, it forms the basis for the work of the rent department.

Form No. 79—Rent record

27-3. The loose-leaf rent record or register shown in form 79 has
been in use for many years and is self-explanatory. If houses are
sold “on time,” this fact is shown in the “remarks” column, and
when the sale is completed, reference is made to the serial number
of the mortgage, contract or option, and a red ink line is ruled
through the entry.
27-4. If the number of rental houses is large, it may be advan
tageous to prepare a rent-register board similar to that used for
recording the occupancy of rooms in a hotel. This board should be
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large enough to hold a card for each house on the rent register and
so constructed that a smaller card may be inserted in front of and
covering up the lower part of the larger one.
Each of the larger cards (which may be 1 x 3 inches) bears along
its upper edge the address of a house and its nominal rent. These
cards are arranged on the board in order of streets, of rental values
or of owners, as may be most convenient. When a house is rented,
the date, the name of tenant and particulars as to the rent are en
tered on one of the smaller cards (which may be ½ x 3 inches and
of a different color from the larger cards), and this card is then
placed on the board in front of the larger card in such a way as to
leave exposed the address of the house. A board so arranged shows
at a glance every house offered for rent, all houses that are vacant,
and all houses that are rented, with the name of the tenant and
other particulars.
27-5. Rent-receipt Books.
The same principles that obtain with reference to the general
receipt book apply with equal force to rent-receipt books. The main
difference is that the latter are properly of such a size that collectors
can easily handle them. (See form 80.)
An unscrupulous tenant may claim to have made more payments
than appear on the cashbook, and he may produce in support of his
claim a receipt which has been changed as to amount, date or name.
The best evidence against such a claim is the carbon copy of the
receipt.
THE ALPHA LAND COMPANY.
Reno, Nevada
$....................
193Received of ...............................................................................................
dollars
being rent of No................................................................................ Street
for ................................................ to ................................................ 193...
.................. Collector
(This receipt made in duplicate)
Form No. 80—Rent receipt

F orm N o. 8 1— Rent report
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27-6. Report of Rent Collections.

The rent report shown in form 81 was designed by English ac
countants to be used in this country for property owned in England.
A copy was transmitted to the home office. In such cases or wherever
the chief office is at a distance from the property, this form is valu
able for tabulating the large number of details to be reported. Its
practical value here, however, is impaired by the difficulties which
attend the collection of arrears of rent, owing to “exemption” laws
and the general leniency toward delinquent tenants which is found
in so many states.
All offices employing rent collectors should demand from them
regular and uniform reports of their daily collections. For this pur
pose the report shown in form 82 has been found convenient. It
may be printed on inexpensive paper, bound in pads of fifty each,
and perforated for filing.
27-7. Rent Cashbook.
In an office handling many rental houses, it is usually convenient
to keep all matters relative to rents out of the general cashbook. An
ordinary cashbook may be used for this purpose. All rents received,
taken direct from the rent collectors’ reports, are entered on the
debit side. On the other side are entered all payments made on ac
count of such houses for repairs, insurance, etc.
Where such a book is kept, it is well to deposit all receipts from
rent, as shown therein, in a separate bank account, and to charge
against this account all sums paid out for repairs, etc., using for this
purpose a cheque differing from that used for the general cash ac
count. At the end of each month the balance of this account is trans
ferred to the general fund. This method eliminates from the general
cashbook a vast amount of detail which is shown to better advan
tage by itself.

27-8. Rent Journal.

The journal entries required for a rent department are few and
simple. An ordinary journal with three or four columns meets
every requirement. Such entries relate almost entirely to the issue
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Form No. 82—Rent collector’s report

of material and to brokerage charged against clients, as outlined
under “rent ledger.”
27-9. Rent Ledger.
The rent sub-ledger shows the gross and net rent received from
each building on the rent roll. It is employed when the items in
these accounts are too numerous for the space provided in the
property ledger.
No special form of ruling is required for the rent ledger, but each
account should be headed with the street address of the property
to which the account refers. It should be credited with all rents col
lected from that property and debited with respective expenditures
for repairs, water rent, etc. The total of the balances of all the ac
counts in this sub-ledger will agree with the difference between the
rents account and the repairs account in the general ledger. If it
be desired to keep in the property ledger a permanent record of the
income from each piece of property, the balances from the rent

F orm N o. 83— Rent ledger
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F orm N o. 84— Tabular rent ledger
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ledger may be transferred periodically to the appropriate spaces in
the property ledger.
27-10. Where there are many tenants paying rents weekly, the rent
ledger shown in form 83 has been found serviceable. This ledger
gives a continuous record of each house, and one page will hold the
records of several years, thus serving to exhibit changes of tenure,
amount of repairs made, the tenant for whom they were made and
regularity with which rents have been paid.
27-11. For the record of rents collected from such properties as
office buildings and apartment houses, a tabular form of rent ledger,
such as form 84, may be used. Simple addition of the several col
umns for each month gives:

1.
2.
3.
4.

Balance uncollected on the first of each month.
Total rents due from tenants each month.
Total rents paid by tenants each month.
Total rents unpaid at the end of each month.

In order to contain a year’s record of monthly rents, the tabular
ledger will require some forty columns. The convenience of hand
ling such a book is greatly increased by using “short leaves,” which
will allow a book 29 inches wide to be used.

27-12. Collector’s Pocket Rent Ledger,
One of the difficulties experienced by all rent collecting agencies
is that of keeping the collectors informed as to the condition of each
account, particularly rents in arrears.
For this purpose many offices use a card system similar to that
employed by furniture dealers and others for their sales on the in
stalment plan. One such card is maintained for each house and on
it are entered the rents as they are paid. These cards are then sorted,
and each day, or other short period, certain numbers of them are
given to collectors, indicating to each the houses at which he is to
call. As these calls are made, the collector turns back the proper
cards to the office. The record is therefore necessarily divided and is
seldom all in one place. It occupies considerable space and is sub
ject to loss and disarrangement.
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In order to avoid these difficulties, the “collector’s pocket rent
ledger” (form 85) was devised, the use of which requires no ex
planation. If printed on thin paper, a book about 4½ x 6½ inches
and about one-half inch thick will contain the records of one thou-

Form No. 85—Pocket rent ledger

sand houses for one year. The space between any two heavy horizon
tal lines is devoted to one house or building, the blue lines indicating
the first, second, third, fourth and fifth weeks of each month. Each
street has one or more pages allotted to it, and by arranging the
streets alphabetically, the book can be kept in alphabetical order
throughout its life. Being primarily for the use of the collectors, the
book contains no other record than that of rents collected.

CHAPTER XXVIII
Auditing

28-1. In general, the audit of accounts of subdivisions and of ceme
teries follows the recognized lines of procedure, and I mention here
only matters which are peculiar to land accounts or are of special
importance.
28-2. Care should be taken to see that the methods pursued are ade
quate and satisfy at the same time the demands of accountancy and
the requirements of the treasury department. It is assumed that the
usual verifications will be made as to securities claimed, as to out
standing liabilities and as to the general accuracy of the books.
28-3. Among the more important matters are the following:
1. Cost of property and improvements.
2. Existence of obligations assumed by the concern in the acquisition
of any of the property.
3. Proper allocation of cost to individual lots.
4. Verification that all sales made have been properly entered.
5. Analysis and verification of profits and of realized and unrealized
profits as shown on the profit-and-loss statement and the balancesheet.
6. Examination of overhead expenses, especially where several sub
divisions are handled in one office.
7. Examination of commissions, both earned and contingent.
8. Examination of commitments relative to development, buildings
and, especially, maintenance.
9. Examination of contingent liability under securities which have
been sold.
10. Where more than one tract of property is involved, the property
accounts should be analysed.
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11. Depreciation charged should be checked, and an examination
should be made to see that none has been omitted and that the
rates charged are reasonable.
12. Verification of all cash collections and the means taken to ensure
proper entry of such items.
13. Rent collections should be carefully verified and tests made against
the receipts given by the rent collectors and also of the amounts re
ported as received from those collectors.
14. Tax assessments should be scrutinized and any reductions in these
assessments should be noted. If they indicate reduced values of
property it may be necessary to comment on them in the report.
15. Taxes paid should be checked to see that neither omissions nor
duplications have occurred.
16. Mortgage accounts should be examined to see that mortgagors have
been charged with all taxes, interest and other charges for which
they are responsible.
17. In the case of subdivisions, sales should be tested against the selling
price lists to ascertain whether the nominal prices have been ob
tained or not.
18. If there be instalment sales the method of charging interest should
be examined and tests made as to the accuracy of calculations.

28-4. Inventories.
In effect, the list of unsold lots is the inventory of a subdivision or
of a cemetery and, if proper records have been kept, this is one in
stance in which an auditor can properly certify as to correctness of
inventory by verifying the list of such lots.

28-5. Securities.
All receivables can be, and should be, checked with care, for it
will often be found that the files still contain notes which have been
paid and other notes which bear no endorsement showing payments
which have been made on account. There may be notes relating to
sales which have been cancelled.
It is especially important to examine for such errors all securities
which have been hypothecated but on which the concern still makes
collections.
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28-6. Liabilities.
All records of property acquired, whether by purchase or ex
change, should be examined to ascertain that all liabilities are en
tered on the records—particularly to see whether such liabilities
have been assumed by the concern or not.

2S-7. Contingent Liabilities.
All available means should be used to ascertain whether or not
any contingent liabilities exist, especially in offices where mortgages
or contracts are discounted or sold, for, almost invariably, the pur
chasers of such obligations require the endorsement of the concern
on all notes which it sells—a condition which sometimes leads to
heavy contingent liabilities or losses.
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Schedules accompanying, 24-17
Basic sales price
List of, 6-9, 6-19, 22-18
May differ from actual price, 20-10
Method of determining, 6-12 to 6-19
Binders (see options)
Bonuses
Method of treating, 7-16
Bookkeeping
Machine, 21-6
Objects of, 23-1
Simplified, for instalment sales, 9-10
Books of accounts (see also records)
Bank reconciliation book, 22-43, 25-32
Expense analysis, 22-44
Buildings
Accounts of, 23-20
Homes, 5-5
Removal of, 19-29

C

Cancellations
Amount due by delinquents, 11-3
Consideration paid for, 11-7
Effects on profits, 11-8
Journal entry, 11-5
Legal requirements, 11-1
Of contracts, 25-25
Carrying charges (see charges, carrying)
Cash
Available, 13-2
Book, form of, 12-3, 21-11
Collections, 13-1, et seq.
Disbursements, 12-4, 25-34
Payments (see disbursements)
Petty, 21-16, et seq.
Receipts, 12-2
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Rules regarding, 12-1
Superintendent’s account, 21-18
Treatment of, 12-1, et seq. 25-29, et
seq.
Cashier, duties of, 25-9, 25-10
Casual sales, 15-1
Certificate of title (see title, certificate)
Changes in mortgagor
Treatment of, 8-12
Charges, carrying
Advertising, 5-1
Deductibility of, 19-4
Defined, 5-1
Interest, 5-1
Taxes, 5-1
City lots
Defined, 3-10
Closed transactions, 19-5
Collections (see also cash)
By banks, 13-3
Notice, form of, 13-4
Tickler, form of, 13-5, et seq.
Treatment of, 13-1, 25-37
Commissions
Accounts required, 15-7
Advances on, 15-6
Cancelled, 15-17
Contingent or deferred, 15-19
Earned, instructions regarding, 25-17
Entry of, 7-7, 15-8
Income tax on, 19-6
Ledger, 15-13, et seq.
Overriding, 15-18
Payable to, 15-4
Account, 23-34
Ledger, 25-27
Record, 15-10, et seq.
Salesmen, accounts with, 15-9
Statement of, 15-12
Subdivision sales, 15-2
Treatment of, 15-5
Concern
Defined, 1-6
Construction
Included in carrying charges, 5-1
When does it end, 5-2
Contingent liabilities, 24-11, et seq.
Auditing, 28-7
Contracts
Advantages of, compared with mort
gages, 8-19
Conditions, 8-16

Defined, 1-6
Details of, 8-16
Forms, filing, 26-7

Forms of, 7-14
Hypothecated, etc., 7-18
Ledger (see ledger)
Long term, 19-23
Mortgages compared with, 7-2, et seq.,
8-19
Notes accompanying, 8-20
Pass-book, 8-18
Recording, 8-22
Records of, 22-28
Selling, 7-19, et seq.
Accounting treatment, 7-21
Classes of, 7-20
Definition, 7-19
Simple forms of, 8-15
Transferred, 21-23
Contract to sell
Differs from contract of sale, 19-8
Cooperation
Necessity for, 2-3
Corporate records (see also records, cor
porate)
Required, 21-4
Cost of property account
Should receive debit entries only, 7-15
Cost value
Defined, 1-2
Costs
Acquisition of property, 4-1
Allocation of, 6-3, 6-4
Construction, 6-1
Development, 4-4, et seq.
Factors included, 4-1
Improvements, 4-2
Records required, 6-1, et seq.
Taxes, regulations regarding, 19-9
To transferrors, 4-2
Unit, 6-3
Coupon, mortgage
Form of, 8-5
Interest, 10-3

D

Deeds
All to be numbered, 26-11
Issued, carbon copies of, 22-25
Issued, record of, 22-23, et seq.
Received, record of, 22-22

INDEX
Deferred payments
Regulations regarding, 19-11
Deficiency account, mortgage, 8-14
Definitions
Basic sales price, 6-9
Carrying charges, 5-1
Concern, 1-6
Contract, 1-6
Interest carried, 10-2
overdue, 10-2
unearned, 10-2
Mortgage, 8-1
Option, 7-9
Profits, 20-1
Sales, 1-6
Selling contracts, 7-19
Subdivisions, 3-11
Time sale, 1-6
Value, 1-2
Delinquents
Amount due by, 11-3
Departments of real-estate office
Accounting, 2-5
Described, 2-2
Sales department, 15-3
Depletion
Regulations regarding, 19-12
Depreciated value
Defined, 1-2
Depreciation
Calculation of, 16-5
Cost of property must be divided, 16-2
Equipment, 16-11
Land can not be depreciated, 1-5
Leasehold property, 16-10
Nature of, 16-1
Percentage of, 16-3
Record of, 22-15
Reserve for, 16-6, 23-43
Statements, 16-7
Systematic treatment of,
vs. appreciation, 16-8
Where to credit reserve account, 16-9
Development
Reserve for uncompleted, 4-9
Development costs
Described, 4-4
Interest, when included, 4-7
Overhead expense, 4-7
Development property (see subdivision
property)
Disbursement (see also cash)
Dividends, unpaid account, 23-37
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Documents
Recording sales records, 7-13
Sundry, filing of, 26-14

E
Earned profits (see profits, earned)
Earnings
Monthly schedule, 23-11
Entries, forms of
For bringing real estate on the books,
1-5
Sales, 7-7
Equal periodic payments
Examples, 9-4, et seq.
For instalment sales, 9-1, et seq.
Ledger for, 20-21
Method of calculating, 9-2
Equipment
Depreciation of, 16-11
Record, 22-41
Sometimes included in cost of devel
opment, 4-8
Escrow
Cash in, 23-21
Exchange of properties
In general, 3-3
Method of entering, 11-9
Profits on, 20-5
Expense (see also taxes)
Analysis book, 22-44
Classes of, 14-4
Deferred, 14-9
Maintenance, 5-4, 14-8
Prepaid, 23-28
Schedule, report of monthly, 23-10
Expiration register
Form of, 17-25, 22-30
F
Federal income tax
Account for, 23-45
In general, 19-1, et seq.
Provision for, 24-14
Field record, 22-35
Filing system
Consecutive numbering, 7-6, 25-13,
26-2
Contracts, 25-15, 26-7
Instructions for, 25-38
Insurance policies, 17-26
Scope of, 26-1, et seq.
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Securities, 26-3
Sundry documents, 26-14
Tax receipts, 18-18
Fire insurance (see insurance, fire)
Fixed charges (see also charges, carry
ing)
Foreclosures
Treatment of, 8-13
Forfeiture for non-payment
Entry of, 25-25
G

Gains
Not always synonymous with profit,
19-17
Gifts of real estate
Treatment of, 3-1

H
Home building
Accounts for, 5-5

I
Improvements
Accounts, 23-23
Cost of, 4-2
Income-tax regulations, 19-18
Income tax (see federal income tax)
Indexes
Customers’, 22-45, 25-11
Form of, for sales and reservations, 711
Property, 22-34
Initial payments
Defined, 19-20
Instalments (see also time sales)
Bookkeeping for, simplified, 9-10
Equal periodic payments, 9-1, et seq.
Even number of dollars periodically,
9-12
Ledger (visible form), 9-4
Tables, annuity, use of, 8-11
Tax regulations, 18-5, et seq., 19-11
Variations in terms, 9-9
Instructions for office, Ch. 25
Insurance
Filing policies, 17-26
Fire, 17-2
Fire record, 17-25, 22-30
Forms of, 17-1
Land values, 17-13, et seq.

Life, 17-2, et seq.
Mortgage payable and, 17-27
On officers’ lives, 17-3
On purchasers’ lives, 17-4, et seq.
Records, 17-24
Phraseology regarding, 17-11
Records, 22-30
Expiration record, 17-25
Title, 17-12
Interest payable
Account, 23-38
Interest receivable
Account, 23-23
Calculation of, 10-9
in advance, 10-8
Classes of, 10-2
Earned, defined, 10-2
Entries on books, 10-3
Included in cost, 4-7
Income-tax regulations, 19-21
Instructions to salesmen, 25-24
Mortgage (see mortgages)
Overdue, defined, 10-2
Phrasing of clause important, 10-5
Time sales in general, 10-1
Unearned, defined, 10-2
example of, 10-12
Unearned, methods of calculating, 10-9
alternative methods, 10-11
When interest should be entered, 10-6
Internal organization
Necessity for, 2-2
Inventories
Auditing, 28-4
J
Journal
General, 21-10
Sales, 21-13, 25-20
Judgments
Account, 23-23

L
Land
Acreage, account, 23-24
Can not be depreciated, 1-5
Classes of, 3-8
Land accounts
Defined, 1-1
Leasehold
Depreciation of, 16-10

INDEX
Leases
Contracts of sale, 8-15
Record of, 27-1
Regulations affecting, 19-22
Ledger
Acreage, 22-1
Boston, 21-22
Brokerage, 21-24
Commissions earned, 21-24
Commissions payable, 15-13, 25-27
Contracts, 20-16
General, 21-7
Instalments (visible form), 9-4, 25-22
Mortgages payable, 21-20
receivable, 21-19
Options, 7-10
Sales, 20-15
Subdivision customers’, 21-21
Legal advice
Necessity for, 3-12
Liabilities, 24-11, et seq.
Life insurance (see insurance, life)
Listing slip, 22-6
Losses
For income-tax purposes, 19-24
On instalment sales, 20-24
Lot register
Simple form, 6-8
Use of, 25-19
Lots
Cost of individual lots, 6-11 to 6-18
Index of lots sold, etc., 7-11
Sales account, 23-39

M
Maintenance costs or expenses
Variation in, 14-8
Various forms of, 5-4
Manual of instructions, 25-1, et seq.
Map and rack records, 6-7, 22-38
Monthly statements (see statements,
monthly)
Mortgages
Assumed, 20-3
Assumed by purchaser, 20-2
Compared with contracts, 7-2, 8-19
Conditions imposed by, 8-7
Coupon form, 8-5
Deficiency account, 8-14
Foreclosure, 8-13
In settlement, 8-13
Instalment, 8-8
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Interest, overdue account, 23-42
Interest, record, 22-21
Interest receivable, record of, 22-20
Notes, 8-3
Account, 23-40
Ledger, 21-20
Purchase money, 4-3
Receivable, 8-1, et seq.
Account, 23-31
Ledger, 21-19
Release clauses, 4-3
Requirements, relative to, 8-2
Secured by life insurance, 17-27
Transfers, 8-12
Mortgagor, changes of
Treatment of, 8-12
N

Notes receivable
Contracts, 8-20, et seq.
Filing, 26-5
Mortgage notes, 7-3
Form of, 8-3
Record of, 22-19
Series of notes or single note, 7-3
Numbering
Consecutive in filing, 7-6, 25-13
Ledger accounts, 23-5
Sales, 7-6
O

Obsolescence
In cities, 16-4
Options
Account, 23-41
Defined, 7-9
Ledger, 7-10
Record of, 22-29
Regulations regarding, 19-25
Organization
Incorporation, etc., 2-1
Internal, 2-2
Organization expenses
Not deductible for income-tax pur
poses, 5-1, 19-26
When included in carrying charges,
5-1
Overhead expense
Development, sometimes included in
cost, 4-7
Selling expense, 14-7

INDEX
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Ownership of mortgages, changes in, 812

P
Parks
Form a part of development, 5-7
Payments
Initial, 19-20
Petty cash
Account, 21-16, 23-27
Book, 21-16
Voucher, 21-17
Plat books, 22-37
Plats
Necessity for, 6-5
Price (see also basic sales price)
Current price lists, 22-40
Profit-and-loss account
Comments on, 24-14
Form of, 24-4
Profits
Defined, 20-1
From sales
Example of tax on, 18-11, et seq.
Method of determining, 20-5, et
seq.
Must be shown on each sale, 7-5
Realized, conventional method of de
termining, 20-8
Methods of determining, 20-14, et
seq.
Monthly report of, 23-12
Register for office, 20-20
Rule for calculating, 20-5
Unrealized
Account, 23-46
Position on balance-sheet, 20-22
Property
Cost (see costs)
Development of (see also subdivision
property)
Property records
Acreage ledger, 22-1
City properties ledger, 22-11
Field record, 22-35
Index, 22-34
List of, 21-5
Listing slip, 22-6
Method of writing up, 22-2, et seq.
Plat book, 22-37
Subdivision (see subdivision prop
perty)

Timber land, 22-3
Purchases
General requirements, 3-6
Precautions necessary, 3-2
Purpose of this book
Described, 1-3
R

Realized profits (see profits, realized)
Receipt books
Form of, 21-15
Receipts (see cash)
Recording
Contracts, 8-22
Effect of, 11-2
Records
Bank reconciliation book, 22-43
Classes of, 21-4
Commission (see commissions)
Contracts issued, 22-28
Corporate (see corporate records)
Deeds issued, 22-23, et seq.
Deeds received, 22-22
Depreciation, 22-15
Equipment, 22-41
Financial, list of, 21-5
Insurance (see insurance records)
Life insurance, 17-24
Objects of, 25-3
Options, 22-29
Physical, 21-5, 22-37, et seq.
Property (see property records)
Rent (see rent records)
Requirements, 21-2
Registers
Combined sales and profits, 20-17
Expiration, 17-25
(see also lot register)
Rent
Cashbook, 27-7
Collections, 27-6
House addresses, 26-13, 27-2
Journal, 27-8
Leases, 27-1
Ledger, 27-9
List of, 21-5
Pocket ledger, 27-12
Receipt book, 27-5
Records, 27-1, et seq.
Register, board, 27-4
Replacement value
Defined, 1-2

INDEX
Reports
Annual, schedule for, 24-18
Periodical, 23-1
Real-estate transaction, 22-17
Re-possessions
Federal regulations, 18-7, et seq., 19-30
Subject to local laws, 7-4
Re-sales
Treatment of, 7-17
Reservations (see also options)
Treatment of, 7-12
Reserve for uncompleted developments
Account, 23-44
May be a liability, 4-13
Method of adjusting, 4-11
Method of estimating, 4-9
Tax requirements, relative to, 4-12
Reserves
Depreciation, 16-6, 23-43
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Securities
Auditing, 28-5
Care of, 26-3
Hypothecated, etc., 7-18
Selling contracts (see contracts)
Selling expenses
Items included, 14-6
Sinking fund for life insurance
On lives of purchasers, 17-8
Site, selection of
Requirements outlined, 3-14
Standard sales price (see basic sales
price)
Statements
Annual profits, 24-15, et seq.
Bank, reconciliation of, 22-43, 25-32
Depreciation, 16-7
Monthly, 23-1, et seq.
Sale made, for each, 5-6
v Subdivision property
S
Accounts of, 14-6, 23-26
Customers’ ledger, 21-21
Sales (see also time sales)
Defined, 3Histories, 22-16
Amount to be definitely settled, 8-17
Ticklers for, 22-32
Cash, 7-1
Suburban property (see subdivision prop
Defined, 1-6
Department organization, 15-3
erty)
Superintendent
Entries, when made, 7-5
Cash account, 21-18
form of, 7-7
Surplus
required, 25-13
Account, 23-48, et seq.
Federal income-tax rules, 18-4
Syndicates
Gain on (see gains)
Regulations regarding, 19-31
Instalment, mortgages, 8-8
Ledger, general, 7-7
Number all sales, 7-6
T
Price (see basic sales price)
Profits from (see profits)
Taxation
Recording documents regarding, 7-13
Effect of, on organizations, 2-1
Records, objects of, 25-3
Taxes
Report for each sale, 5-6, 25-4
Deductible, 19-32
Subdivisions (see subdivision sales)
Descriptions, detailed, 18-21
Types of, 7-1
Entering on books, 18-18
Wholesale, 20-11
Federal income, 18-3
Sales department (see salesmen)
For improvements, 18-15
Sales value
In general, 18-1, et seq.
Defined, 1-2
Mortgage, 18-20
Salesmen
Other than federal, 18-14, 18-17
Accounts with, 15-9
Record of, 14-5
Advances to, account of, 15-6, 23-18
Return, form of, 18-20
Instructions to, 25-4, et seq.
Time sale, 18-19
Records required of, 25-12
Terms used
Schedules
Described, 1-5
Annual report, 24-18
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Ticklers
Collection, 13-6
loose leaf, 13-8, et seq.
Subdivision, 22-32
Time sales
Classes of, 7-2
Contracts (see also contracts)
Defined, 1-6
Interest on, 10-1, et seq. (see also in
terest)
Mortgages (see also mortgages)
Resulting in losses, 20-24
Transferred contracts
Method of entering, 21-23
Trial balance
Arrangement of, 23-7
Basis of reports, 23-2
Form, 23-8
Requisites for, 23-5
Schedules (see also schedules, monthly)
To be taken monthly, 25-40
Trusts and trustees
Liability for income tax, 19-33
Subdivision, 18-16
Turpentine rights
Method of entering, 3-9

U

Unearned interest (see interest, un
earned)
Unearned profits (see profits)
Unrealized profits (see profits, unreal
ized)
Utilities
Cost of, to be shown separately, 6-2

V
Values
Allocation of, to land, timber, etc., 3-9
Difficulty of determining, 19-34
Enhancement of (see also profits from
enhancement of values)
Fair market, 18-8, et seq., 19-16
Various kinds of, 1-2
Voucher cheque
Form of, 12-5
Voucher record
Form of, 21-14

W
Wall maps
Method of using, 6-7
Wild lands
Defined, 3-8

